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SURREBUTTAL TESTIMONY OF
ELLEN LAPSON
ON BEHALF OF
SOUTH CAROLINA ELECTRIC & GAS COMPANY
DOCKET NO. 2017-305-E
DOCKET NO. 2017-207-E
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Ellen Lapson and my business address is 370 Riverside Drive,
New York, New York, 10025.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THESE
PROCEEDINGS?

Yes, I have. Most recently, I submitted pre-filed rebuttal testimony in
Docket No. 2017-370-E, which has been consolidated with these dockets for
hearing purposes. Because that testimony addressed many of the issues raised
here, 1 have attached that pre-filed testimony as Exhibit No. _ (EL-1) to this
testimony and incorporated by reference that testimony into my pre-filed
surrebuttal testimony in these dockets.

DID YOUR TESTIMONY IN DOCKET NO. 2017-370-E CONTAIN
EXHIBITS?
Yes, and they are incorporated in Exhibit No. __ (EL-1).

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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L INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Ellen Lapson and my business address is 370 Riverside Drive,
New York, New York 10025.

ARE YOU THE SAME ELLEN LAPSON WHO HAS PREVIOUSLY FILED
TESTIMONY IN THIS DOCKET?

Yes, I filed Direct Testimony on behalf of South Carolina Electric & Gas
Company, referred to throughout my Rebuttal Testimony as “SCE&G” or the
“Company.”

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my rebuttal testimony is to respond to the Direct Testimonies
of Mr. Richard Baudino and Mr. Lane Kollen on behalf of the South Carolina Office
of Regulatory Staff (“ORS™). I also respond to the Direct Testimonies of Mr. Ronald
Binz and Mr. Uday Varadarajan on behalf of the South Carolina Coastal
Conservation League (“CCL”) and the Southern Alliance for Clean Energy
(“SACE”), to the Direct Testimony of Mr. Kevin O’Donnell on behalf of the South
Carolina Energy Users Committee (“SCEUC”), and to the Direct Testimony of Mr.

Scott Rubin on behalf of AARP.
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II. EXECUTIVE SUMMARY
PLEASE PROVIDE A SUMMARY OF YOUR REBUTTAL TESTIMONY.

The testimony of witnesses Baudino and Kollen, as well as witnesses
O’Donnell and Rubin, contain recommendations that, if adopted by the
Commission, would severely reduce SCE&G’s ongoing cash flow and consequently
place the Company in a weakened financial condition. This outcome would be
inconsistent with customers’ need for electric service from a financially sound and
capable utility that has sufficient liquidity to maintain its system in good order at all
times and to be able to attract capital as needed to make new investments for safe
and reliable service and to respond to emergencies like large scale outages from
hurricanes or ice storms.

Because the opposing witnesses have failed to give meaningful consideration
to the need to maintain SCE&G in a sound and sustainable financial condition, there
is a need for a systematic analysis of the consequences of the major proposals on
the Company’s future financial health and creditworthiness. Consequently, I have
performed an evaluation of the impact of the various financial adjustments and
recommendations proposed by ORS (“ORS Plan™) through a careful study of the
most recently published comments by the three credit rating agencies concerning
SCE&G’s expected credit ratios and the sensitivities for positive and negative
ratings changes. My study concludes that implementation of the ORS Plan would
most likely produce credit ratings for SCE&G in the speculative grade category, and
at least three to four notches below the median or average credit ratings for electric

DOCKET NO. 2017-370-E
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utilities in the United States. By contrast, the financial outcome of the Customer
Benefit Plan and No Merger Benefit Plan (as proposed by SCE&G and Dominion
Energy and described in the testimony of Iris Griffin) is consistent with credit
ratings within the investment grade category and stabilizing the Company’s
financial condition in a manner that would better position SCE&G to serve its
customers’ future needs.

Witnesses Kollen, Binz, and Varadarajan alsc assert that customer rates
could be further reduced by securitizing the regulatory asset representing the costs
of the abandened nuclear project that are approved for rate recovery. However,
deciding on a plan to securitize a regulatory asset is simply not an available option
at the present time. In order to carry out such a transaction, special legislation would
have to be passed that does not now exist. Even if such legislation was ultimately
proposed and passed by the South Carolina General Assembly, however, there are
some serious factors that could delay or rule out a securitization transaction,
including: (1) whether or not such special legislation and the resulting special tariff
to recover the securitized investment would withstand a voter ballot initiative or
referendum in South Carolina; (2) the possibility that an appellate court may
invalidate the decision that gives rise to the securitized regulatory asset; and (3)
insufficient confidence by investors in whether state public officials could be trusted
to abide by the terms of the securitization transaction for the full term of 20 years,
given the legislature’s abandonment of the BLRA, which it enacted in 2007.
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Even if these issues are addressed, the required legislation passed, and
securitization becomes a real possibility at some time in the future, it also would
require a separate and distinct regulatory process to approve and implement the
securitization transaction. Since none of the required conditions have been met or
even proposed, it is entirely premature and inappropriate to contemplate, much less
to make, financial decisions guided by the outline of a hypothetical securitization as
a possible outcome of this proceeding.

HOW IS THE REMAINDER OF YOUR REBUTTAL TESTIMONY
ORGANIZED?

The remainder of my Rebuttal Testimony is organized as follows:

Section IIT — Response to the Direct Testimony of ORS Witness Richard

Baudino;

Section I'V — Response to the Direct Testimony of ORS Witness Lane Kollen;

Section V — Response to the Direct Testimony of SCEUC Witness Kevin

O’Donnell;

Section VI — Response to the Direct Testimony of AARP Witness Scott

Rubin;

Section VII — Issues Regarding Proposed Securitization Transaction; and

Section VIII — Conclusions.

DOCKET NO. 2017-370-E
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ITI. RESPONSE TO THE DIRECT TESTIMONY OF MR. BAUDINO
PLEASE PROVIDE A BRIEF SUMMARY OF MR. BAUDINO’S DIRECT
TESTIMONY AND RECOMMENDATION.

Mr. Baudino proposes making approval of the proposed business
combination of SCE&G and Dominion Energy subject to conditions regarding
service quality and “credit quality conditions,” including that the Commission
should estimate a cost of capital for SCE&G based on the assumption that the
Company’s credit is of strong investment grade quality, even if that is not the case.
Such a recommendation ignores how capital markets function and its adoption
would make capital more expensive for SCE&G

In addition, Mr. Baudino recommends that the Commission apply a return

- on equity (“ROE”) of 9.1% to the portion of New Nuclear Development (“NND”)

costs that ORS proposes should be allowed for rate recovery. Mr. Baudino arrives
at his 9.1% ROE recommendation based on a Discounted Cash Flow (“DCF) study
of investment grade rated utility companies that are not of comparable risk to
SCE&G, without any ROE risk premium for SCE&G’s current financial condition.
He also endorses ORS’s capital structure recommendation of 52.81% equity to total
capital as September 30, 2017. Finally, he recommends modifying the cost of
SCE&G’s long-term debt to incorporate the cost of debt issued by the Company in
August 2018.
MR. BAUDINO STATES THAT THE ALLOWED ROE IN THIS
PROCEEDING SHOULD BE BASED ON THE REQUIRED ROE FOR
DOCKET NO. 2017-370-E

ELLEN LAPSON
Page 7 of 47

16 J0 6 9bed - 3-608-210Z - 0SdOS - WV £6:8 0€ 1990100 8102 - ONISSIO0Hd ¥O4 314300V



10

11

12

13

14

15

i6

17

18

19

FINANCIALLY SOUND REGULATED UTILITY COMPANIES AND NOT
A HIGHER ROE BASED ON SCE&G’S CURRENT CREDIT RATINGS.!
HOW DO YOU RESPOND?

This is not a reasonable proposal. A company’s risk is an important
determinant of the cost of capital for that company, and therefore, the cost of equity
must be determined by comparison with companies of comparable risk. For
SCE&G, it is inevitable that any reasonable proxy group will primarily consist of
less risky and more highly-rated companies, since there are currently few if any
utilities in the United States of comparably low ratings as SCE&G. Under these
circumstances, the equity return determined based updn the less risky proxy group
should be supplemented to reflect the greater financial risk. Failing to do so would
deprive SCE&G of the opportunity to attract needed capital, because limited capital
resources will be invested elsewhere to earn the same return at lower risk.
PLEASE RESPOND TO MR. BAUDINO’S TESTIMONY REGARDING
THE REPORT ISSUED BY S&P AND THE UNCERTAINTY REGARDING
THE RECOVERY OF COSTS RELATED TO THE NUCLEAR PROJECT??

It appears that Mr. Baudino seriously misunderstands and misconstrues the
meaning of the credit rating agencies’ reports. He incorrectly interprets that credit

downgrades and negative rating outlooks or credit watch status by Moody’s and

! Baudino Direct at 15-16.
2 Baudino Direct at 16-17.
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S&P are a product of “uncertainty” regarding the rate treatment of the nuclear
project at the V.C. Summer Nuclear Station (“Project”) and future revenues that
would be remedied by the certainty provided by implementing the ORS Plan.
Instead, the clear meaning of the rating analysts ¢xpressed in their reports is their
concern that SCE&G will be subjected to a major permanent disallowance of
recovery of its investment in the Project assets.

Mr. Baudino also asserts that the ORS Plan will create greater certainty
which will cure the Company’s credit problems. His assertion is not credible,
however. Implementing the ORS Plan will not strengthen or improve the credit
standing of SCE&G. In fact, the very same rating reports that Mr. Baudino

mischaracterizes state that reduced cash flow and weaker financial ratios after

implementing a plan as punitive as that proposed by ORS would result in credit:

downgrades.

For example, the S&P July 3, 2018 Research Update, cited by Mr. Baudino,
makes it quite clear that their concern is focused on a rate decrease and weaker
financial measures, and the certainty of high leverage and poor financial rattos will
not improve SCE&G’s financial strength:

We could lower the ratings if the Court does not issue an injunction
prohibiting the SCPSC from implementing the new law [House Bill
4375]. A rate decrease of the magnitude reflected in the law would
weaken credit metrics significantly. We could also lower ratings even
if the Court issues an injunction that is subsequently followed by a
SCPSC order to reduce rates or an order to provide rate credits for

DOCKET NQ. 2017-370-E
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Q.

Summer-related costs that results in weaker financial measures.’
In a subsequent Research Update on August 9, 2018 (in which S&P announced that
it had downgraded SCANA and SCE&G and that the ratings remained on credit
watch with negative implications), S&P again uses the word “uncertainty” but the
text explicitly states that further reduction in revenues and cash flows could result
in a further downgrade of the credit rating.

The CreditWatch with negative implications on SCANA and its
subsidiaries reflects our view of ongoing uncertainty regarding cost
recovery of the abandoned V.C. Summer nuclear construction project.
We could lower ratings again if credit metrics weaken further beyond
those in our base-case scenario, which assumes the temporary rate cut
is made permanent. This could occur following the pending Summer
abandonment proceeding if the PSC orders a permanent rate reduction
or rate credits that lead to incrementally weaker financial measures
than those resulting from the temporary 15% rate cut.*

*MR. BAUDINO SEEKS TO DISMISS CONCERNS ABOUT THE:

COMPANY’S VERY LOW CREDIT RATINGS, STATING THAT SCE&G
HAS BEEN ABLE TO ACCESS THE CAPITAL MARKETS THIS YEAR
AND ON FAVORABLE TERMS.* DO YOU AGREE?

Mr. Baudino acknowledges that SCE&G’s ratings are currently very low

(Baudino Direct at 4:7-8 and at 16:1-2), but he seeks to minimize the significance

* S&P Research Update, SCANA Corp. And Subsidiaries 'BBB' Ratings Remain On CreditWatch Negative
On Passage Of South Carolina Bill, July 3, 2018, at 3.

* S&P Research Update, SCANA Corp. And Subsidiaries Downgraded To ‘BBB-' After Court Rejects
Company's Request; CreditWatch Negative Maintained, August 9, 2018, at 3.

5 Baudino Direct at 18.
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of the Company’s low issuer credit ratings by pointing out that the Company
successfully completed the offering of first mortgage bonds in August 2018.

Here, Mr. Baudino makes a faulty and misleading comparison between the
pricin,;z,!r and coupon for the [0-year issuance with the August 2018 yield on what he
asserts to be the yield on the average utility bond in the same month. Mr. Baudino
asserts:

The pricing and coupon for the 10-year 4.25% first mortgage issuance

is consistent with the August 2018 yield on the average utility bond,

which was 4.33%.5...Based on this information, it appears that
SCE&G is well able to access the debt market at reasonable rates.”

First, it is important to note that SCE&G’s bond issuance took place on
August 15, 2018—six weeks before ORS filed its direct testimony in this

proceeding. Therefore, the ability to issue these bonds does not provide evidence

that investors are comfortable with the impacts of the ORS Plan or would make

capital available on similar terms in the furture, if the ORS Plan were adopted by the
Commission.

Also, Mr. Baudino fails to note that SCE&G’s issuance was split between
£300 million of 3-year maturity bonds and $400 million of 10-year maturity bonds,
for a blended average maturity profile of seven years. This represents a short
maturity profile in the electric utility sector, with the typical issuance pattern of

bonds issued by rate-regulated utility operating companies comprised of 30-year or

16 0 €| abed - 3-60g-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSIO0Hd ¥O4 314300V

& Although Mr. Baudino does not cite the basis for the referenced yield on the “average utility bond.” an
examination of his exhibits and work papers indicates that his source is the Mergent Bond Record.

7 Baudino Direct at 18:17-20.

DOCKET NO. 2017-370-E
ELLEN LAPSON
Page 11 of 47



10

11

12

13

14

15

16

17

18

19

20

even 40-year maturities mixed with some 10-year maturities. In fact, the “average”
utility operating company mortgage bond is a 30-year bond.

PLEASE EXPLAIN THE SIGNIFICANCE OF THE RELATIVELY SHORT
TENOR OF THE COMPANY’S BOND ISSUANCE IN AUGUST 2018.

The issuance of bonds with relatively short maturities of 3 and 10 years

indicate that bond underwriters and utility bond investors are uneasy about
SCE&G’s future creditworthiness and credit ratings, meaning there was insufficient
demand at reasonable rates for bonds with the longer tenor of 30 years, which is the
more typical bond maturity issued by investment-grade rate-regulated utility
operating companies.
DO YOU AGREE WITH THE WAY THAT MR. BAUDINO INTERPRETS
THE INTEREST COST OF SCE&G’S AUGUST 2018 BOND ISSUANCE
RELATIVE TO THE “AVERAGE” UTILITY BOND ISSUANCE IN
AUGUST?®

No, I do not. Mr. Baudino erroneously compares the interest cost of 4.25%
on SCE&G’s [0-year issue with the rate of 4.33% reported by Mergent Bond
Record for the “average” utility bond. However, Mergent’s “average” rate reflects
bonds of longer terms, including a high proportion of 30-year bond issues. A more
meaningful comparison would be the contemporary yield on new issue investment-

grade 10-year mortgage bonds of rate-regulated electric utilities.

% Baudino Direct at 18:17-20.

DOCKET NO. 2017-370-E
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For an appropriate comparison, we compared SCE&G’s cost to issue bonds
in August 2018 on the only four secured, 10-year bond issued in August 2018 by
electric operating utilities. These were issued by Duke Energy Progress LL.C (*Duke
Progress™), Oncor Electric Delivery Company LLC (“Oncor™), Commonwealth
Edison Company (“ComEd"™), and Oklahoma Gas and Electric Company (“OG&E”)
within approximately a week of the date of SCE&G’s two issues,

Table EL-1

August 2018 10-Year Secured Bond Issues by
Rate-Regulated Electric Utilities

Secured bond ratings

Premium
Spread  Charged
Issue Amt. $ to to
Issuer Date  Years Coupon million UST* SCE&G* Moody's S&P Fitch
South Carolina  g/15/18 10 425% $400 143 Baal BBB+  BBB
Electric & Gas ' '
Duke Energy 8/6/18 10 3.70%  $500 77 +66 Aa3 A -
Progress LLC
Oncor Electric 87/18 10 3.70%  $350 73 +70 A2 A+ A
Delivery LLC
Commonwealth  gr718 10 3.70% $550 75 +68 Al A- A
Edison Co.
Oklahoma Gas  g/14/18 10 3.80%  $400 93 +50 A2 BBB+ A
and Electric
Average +63.5
Differential

* Spread to the yield on 10-year US Treasury notes on the date of issue, in basis points, i.e., 1/100 of 1%
Source: CiBC Debt Capital Markets, “US Utilities Weekly for the week ending August 31, 2018,
The table above compares the credit spreads on each bond issue relative to
the 10-year U.S. Treasury bond yield on the same date. SCE&G had to pay a spread

to U.S. Treasuries of 143 basis points. That yield spread was 66 to 70 basis points

DOCKET NO. 2017-370-E
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greater than the yield required by the market for issuance of 10-year secured
mortgage bonds by Duke Progress, Oncor, and ComEd and 50 basis points greater
than the required yield for secured bonds of OG&E. The credit quality these four
utilities is consistent with that of the “average utility,” which is approximately three
notches higher than SCE&G’s current rating. This difference clearly reflects that
the investment community requires higher compensation to accept the greater risk
that they perceive in SCE&G, thus resulting in additional financing costs to the
Company and its customers. Furthermore, the differential cost of financing for
SCE&G relative to the “average utility” would likely be greater if the final outcome
of this proceeding results in a revenue reduction equivalent to that in the ORS Plan.

DOES MR. BAUDINO PROVIDE EVIDENCE REGARDING SCE&G’S

‘FUTURE FINANCIAL CONDITION-IN THE EVENT THAT THE ORS -

PLAN IS IMPLEMENTED?

No, he does not, other than the assertion that SCE&G was able to sell
collateralized first mortgage bonds in August 2018, which I have discussed above.
Of course, the ability to issue secured mortgage bonds in August 2018, albeit at
yield spreads higher than those paid by utilities with higher ratings, completely
ignores the future effects upon the Company’s financial integrity or
creditworthiness in the event that the ORS Plan is implemented.

Further, Mr. Baudino does not acknowledge that SCE&G has already
experienced constrained access to the commercial paper market to fund short-term
needs. Investors buy smaller amounts of SCE&G’s notes at the current ratings, and

DOCKET NO. 2017-370-E
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only make funds available at higher cost and for very few days. Access to the
commercial paper market would be completely eliminated if SCE&G’s credit
ratings were further reduced.

Furthermore, Mr. Baudino fails to address the difficulties that SCE&G would
face with credit ratings substantially below the norm for the United States utility
industry during any future period of credit market distress or constrained capital
market conditions. The median issuer credit ratings for electric utility operating
companies is A- (by S&P and Fitch) and A3 by Moody’s, versus SCE&G’s current
issuer credit rating of BBB- (S&P), Baa3 (Moody’s) and BB+ (Fitch). SCE&G’s
ratings by Moody’s and S&P are three rating notches below the median for rate-
regulated electric utilities and its Fitch rating is four notches below the sector
median. The experience from past market cycles indicates that during any future
period capital market or credit market distress, credit ratings materially below the
norm for the sector (and potentially even lower in the event of another round of
downgrades for SCE&G depending on the outcome of this proceeding), would
seriously constrain SCE&G’s access to capital and sources of liquidity.

HOW DO YOU RESPOND TO MR. BAUDINO’S TESTIMONY THAT
SCE&G SHOULD BE REQUIRED TO INCLUDE ITS TWO NEW DEBT

ISSUANCES IN ITS COST OF LONG-TERM DEBT?’

-

? Baudino Direct at 36: 3-9.
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It is not reasonable to make such an adjustment to long-term debt costs after
the end of the test period. This change would immediately reduce SCE&G’s cash
flow, while also delaying or deferring many other changes that would aid SCE&G’s
cash flow recovery of cost until the conclusion of its next base rate case.

ORS’s position as explained in Mr. Kollen’s Direct Testimony is that the
Company should be directed to defer recovery of the transmission revenue
requirement and associated non-nuclear investments made by SCE&G subsequent
to its last base rate case for consideration in the next base rate case. It is neither
reasonable nor equitable to recognize a change in interest expense relating to bonds
redeemed after the test period while deferring the recovery of and return on a
substantial investment in non-nuclear assets.
DO YOU AGREE WITH MR. BAUDINO’S RECOMMENDATION THAT,
AS A CONDITION OF THE BUSINESS COMBINATION, THE ROE
SHOULD BE DETERMINED USING A PROXY GROUP OF INVESTMENT
GRADE UTILITIES AND THE COST OF NEW LONG-TERM DEBT
SHOULD BE BASED ON THE LOWER OF THE PREVAILING COST OF
DEBT FOR AN AVERAGE INVESTMENT GRADE REGULATED
CTILITY?Y

I disagree. It is not reasonable to determine the cost of equity for SCE&G

based upon the cost determined for a group of companies of materially lower risk.

 Baudino Direct at 62-64.
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The cost of equity for SCE&G should be determined by comparison with companies
of comparable risk. If there are not a sufficient number of like utilities of risk
comparable to that of SCE&G to comprise an adequate peer group, as would be the
case in the current proceeding, then the cost of equity determined for the lower risk
peer group should be supplemented to reflect SCE&G’s higher risk. The logic is
clear. If an investor can get the same return by investing in a ijortfolio of companies
of lower risk than SCE&G, it would be illogical to invest any capital whatsoever in
SCE&G at much greater risk.

Likewise, the cost of debt used in the future for determining rates should be
consistent with the actual cost of issuing debt, which will be increased by the weak
credit condition imposed on the Company under the ORS Plan.

IV. RESPONSE TO THE DIRECT TESTIMONY OF MR. KOLLEN
PLEASE PROVIDE A BRIEF SUMMARY OF MR. KOLLEN’S DIRECT
TESTIMONY AND RECOMMENDATION.

Mr. Kollen recommends a revenue reduction of $560 million for 2019 and
$527 million for 2020. In comparison with the Experimental Rate currently in effect,
the proposed 2019 reduction is $193 million greater, and for 2020 $160 million
greater. Those figures include a $35 million revenue reduction in 2019 and $70
million in 2020 applicable only if the business combination is consummated.

Components in the ORS Plan include: (1)} termination of the $445 million
annually recovered in rates consistent with the Base Load Review Act (“BLRA™),
partially offset by a revenue requirement of $86.2 million in 2019 for the levelized
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recovery of and return on a net regulatory asset (net of regulatory liabilities) for an
allowed portion of the nuclear abandonment cost;!! (2) a reduction of $98.7 million
in each year relating to a Capital Cost Recovery (“CCR”) Rider reduction for Tax
Cut and Jobs Act (“TCJA™); and (3) a one-time refund in 2019 of $68.2 million for
TCJA Regulatory Liability.

Mr. Kollen also recommends that the Commission order the Company to
defer the BLRA transmission revenue requirement (accruing a long-term debt rate
of return on the deferred amounts), pending a future base rate proceeding. As I
discuss further in Section VII of my testimony, he also recommends that the
Company sell its rights to collect a special tariff in a transaction funded with secured

debt (“Securitization Transaction™) in order to fund at a lower cost the net regulatory

asset (net of regulatory liabilities) for the allowed portion of nuclear abandonment -

costs. Finally, he presents a list of business combination conditions and
commitments.

DO YOU AGREE WITH MR. KOLLEN’S RECOMMENDATION THAT
SCE&G DEFER A RATE OF RETURN USING THE COST OF LONG-
TERM DEBT, DEPRECIATION, INCREMENTAL OPERATION AND
MAINTENANCE (“O&M”) EXPENSES, OTHER INCREMENTAL TAXES

EXPENSES (PAYROLL AND PROPERTY TAX EXPENSES), AND OTHER

'' Mr. Kollen recommends that the costs to be recovered through a new Capital Cost Recovery Rider be
the allowed abandonment costs incurred through March 12, 2015, less related regulatory liabilities and a
return on these costs, net of the related liability ADIT and asset NOL ADIT.
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INCREMENTAL OPERATING EXPENSES, E.G., INSURANCE EXPENSE,
UNTIL THE EFFECTIVE DATE WHEN RATES ARE RESET TO
INCLUDE THE ALLOWED AMOUNT OF THESE COSTS IN A FUTURE
BASE RATE PROCEEDING?"?

No, I do not agree. This proposal will result in severe regulatory lag and will
further weaken cash flows that would already be greatly weakened by the other
aspects of the ORS Plan. Mr. Kollen’s recommendation to further deprive SCE&G
of recovery of investment that is in-service and defer the recovery of other costs and
expenses for several years while recommending that the Company flow through
immediately all benefits of the TCJA is unjust and inequitable and would deprive
SCE&G of needed cash flow.,

Implications of Proposals for SCE&G’s Future Financial Strength

DOES MR. KOLLEN PROVIDE ANY TESTIMONY REGARDING
SCE&G’S FUTURE FINANCIAL CONDITION AND
CREDITWORTHINESS IN THE EVENT THAT HIS
RECOMMENDATIONS ARE IMPLEMENTED?

No, I do not find any evidence in Mr. Kollen’s testimony regarding the
outlook for SCE&G’s creditworthiness or access to capital if the Commission
adopts the ORS Plan, nor any comparison with the Company’s future

creditworthiness pursuant to the SCE&G proposals. In sum, he recommends the

12 Kollen Direct at 11.
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ORS Plan without regard or consideration for the financial harm it would cause to
SCE&G and its utility operations in the future.

IS THERE A SOUND BASIS FOR PREDICTING THE RESPONSES OF
CREDIT RATING AGENCIES IN THE EVENT THAT THE COMMISSION
ADOPTS THE ORS PLAN?

Yes. The three credit rating agencies have published commentaries on the
credit guidelines that they apply when rating SCE&G, and they have given
indications of their likely rating rationales upon the conclusion of this proceeding.
The rating agencies strive to make their expectations for each company they rate
clear to the investing public. Interpreting the rating agencies’ most recently
published comments and each agency’s financial ratio benchmarks provides a
reasonable outline of the credit rating actions that would result from the imposition
of the ORS Plan. Since each agency has different rating criteria and financial ratio
guidelines, I review the credit agencies one at a time and begin with S&P.
PLEASE EXPLAIN YOUR VIEW OF THE LIKELY IMPACT ON S&P’S
RATING OF SCE&G IF THE COMMISSION ADOPTS THE ORS PLAN,

S&P’s current credit rating of SCE&G was downgraded to BBB- (the lowest
rating within the investment grade category) on July 3, 2018, and the rating is on
Credit Watch with negative implications. S&P states very clearly in its report
published August 23, 2018:

We could lower ratings again if credit metrics weaken further beyond

those in our base-case scenario, in which we assume the temporary
rate cut is permanent. This could occur following the pending Summer
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abandonment proceeding if the PSC orders a permanent rate reduction
or rate credits that lead to incrementally weaker financial measures
than those resulting from the temporary 15% rate cut. Conversely, we
could affirm ratings if the PSC does not require further rate credits or
rate reductions beyond the 15% rate reduction already assumed in our
base-case scenario."?

The S&P report predicts that if the outcome of this case is equivalent to the 15%
revenue reduction effective under the Experimental Rate, the Company’s core
financial ratios will weaken.' S&P forecasts that the ratio of FFO-to-Debt will
decline to 14%, while the ratio of Debt-to-EBITDA will increase to the range of 4.5
to 5.5 times. These numbers are meaningful, because S&P’s predicted FFO-to-Debt
ratio of 14% is very close to the borderline of 13% between Significant Financial
Risk and Aggressive Financial Risk; the predicted Debt-to-EBITDA ratio of 4.5 to
5.5 times is consistent with Aggressive Financial Risk. Consequently, if the revenue
r;aduction is limited to. 15% or less, SCE&G’s predicted core levérage ratios would
hover near the borderline between financial risk assessments of Significant and
Aggressive, with one ratio just above the border and one below. That would imply

a rating of either BBB- or BB+.

16 J0 £ abed - 3-60g8-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSIO0Hd ¥0O4 314300V

* Standard & Poor's Ratings Direct, Summary, South Carolina Electric & Gas, August 23, 2018, at 2.
(Exhibit No.___ (EL- 1).

4 S&P’s two most important financial ratios are: Funds From Operation (“FFO™) to Debt; and Debt to
Earnings Before Interest, Income Tax, Depreciation and Amortization (“EBITDA™). A decline in FFO-to-
Debt indicates higher debt leverage and greater financial risk. An increase in Debt-to-EBITDA is another
indicator of higher debt leverage and greater financial risk. S&P refers to these two financial ratios as its
“core” ratios.
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However, the ORS Plan targets a revenue reduction of 20%, a steeper
reduction than the 15% revenue reduction modeled by S&P. The implication is that
FFO-to-Debt will fall below 13% and Debt-to-EBITDA will certainly be greater
than 4.5 times, signifying that both core ratios will be in the Aggressive category
under the ORS Plan. If S&P maintains its current business risk assessment of
“Strong,” the predicted credit rating would be BB+. If S&P determines at the same
time that an unfavorable regulatory environment for the Company warrants
lowering its business risk assessment from “Strong” to “Satisfactory,” the resulting
credit rating combining Aggressive financial risk with Satisfactory business risk
would be BB. These results can be tracked on the grid that appears on page 6 of the
teport. Thus, my analysis leads me to conclude that if the Commission adopts the
ORS Plan and the Dominion Energy business combination plan terminates, S&P
would lower the SCE&G’s issuer credit rating to BB+ or possibly BB.

WHAT WOULD BE THE LIKELY S&P CREDIT RATING OF SCE&G IF
THE COMMISSION APPROVES THE CUSTOMER BENEFIT PLAN AND
THE BUSINESS COMBINATION WITH DOMINION ENERGY?

The August 23, 2018 S&P report contains no comment about the Dominion
Energy business combination, but based on S&P’s well-established consolidated
rating methodology, it is certain that the resulting issuer credit rating of SCE&G
would be equalized with the issuer credit rating of Dominion Energy at the time of
the business combination. Currently Dominion Energy’s issuer credit rating is
BBB+ with a negative outlook. S&P may lower Dominion Energy’s rating to BBB
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to reflect the consolidation of SCE&G with Dominion Energy. In that case,
SCE&G’s issuer credit rating would be upgraded by one notch from the current
BBB- to BBB; if S&P retains Dominion Energy’s BBB+ rating, SCE&G’s issuer
credit rating would rise by two notches to BBB+,

NOW LET’S TURN TO MOODY’S. WHAT IS YOUR VIEW OF THE
LIKELY IMPACT ON MOODY’S RATING OF SCE&G IF THE
COMMISSION ADOPTS THE ORS PLAN?

Moody’s rating of SCE&G is currently Baa3 (the lowest rating within the
investment grade category), with a negative rating outlook. The most recent
commentary published by Moody’s was a Credit Opinion that appeared on July 23,
2018. In that report, Moody’s commented on its negative outlook as follows:

The rating outlook is negative, reflecting the contentious political and

regulatory environment in which the company is operating. The

ratings could move downward if there is a further deterioration of the
legislative and regulatory compact, or if the impact on SCE&G’s

credit profile is more severe than we anticipate. For example if we

expect the utility would not be able to maintain a ratio of CFO pre-

WC to debt that is at least around 13%.%

Also, Moody’s states that it expects that the Commission will not impose a rate
reduction on SCE&G that is any greater than the 14.8% revenue reduction under the

Experimental Rate.!® In the same report, Moody’s forecasts that with a revenue

reduction of approximately 14.8%, SCE&G’s ratio of Cash Flow from Operation

'* Moody’s Investors Service, Credit Opinion, South Carolina Electric & Gas: Update Following Rating
Confirmation, July 23, 2018, at 3. (Exhibit No.___ (EL-2))

'® S&P rounds the percentage to15%; Moody's and Fitch cite a reduction of 14.8% for the Experimental
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excluding Changes in Working Capital (“CFO pre-WC”) to Debt would weaken “to
the mid-teens” but would be consistent with the current rating of Baa3. However,
Moody’s states that if that ratio falls below 13%, the rating would be downgraded
to Bal (a speculative grade rating). Therefore, I conclude that if the Commission
adopts the ORS Plan and a revenue reduction of 20%, the resulting ratio of CFO
pre-WC to Debt would decline to 13% or lower. Based on this erosion of the key
leverage metric, Moody’s would be inclined to downgrade the issuer rating to Bal,
a rating deecision that would be further supported if Moody’s deems that the
Commission’s decision to impose such a severe rate reduction indicates an
inequitable regulatory and political environment.

When evaluating the credit of a rate-regulated utility, Moody’s methodology
bases 50% of the rating on a qualitative assessment of the regulatory environment
and ability to recover costs and investments and 40% on the financial credit metrics;
the remaining 10% of the rating is based on Moody’s assessment of the company’s
diversification of risks. The regulatory factors that Moody’s analysts assess along
with Moody’s current assessments of those factors relating to SCE&G appear in
Exhibit No.___ (EL-3).

Moody’s currently assesses SCE&G’s regulatory environment to be midway
between the Baa and the Ba levels. Similarly, SCE&G’s score for the diversification
factor is midway between Baa and Ba. Adoption of the ORS Plan would erode the
scores for Financial Strength, and the combination of weaker financial metrics that
fall short of the Baa category along with current scores for regulatory factors and
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diversification factors straddling Baa and Ba categories would justify a credit rating
reduction to the sub-investment grade rating of Bal.

WHAT RATINGS ACTION WOULD MOODY’S TAKE IF THE
COMMISSION APPROVES THE CUSTOMER BENEFIT PLAN AND THE
BUSINESS COMBINATION WITH DOMINION ENERGY?

‘nlike S&P, Moody’s issuer rating of SCE&G would not necessarily be
identical with Moody’s BaaZ issuer rating of Dominion Energy. Moody’s rating of
SCE&G as a subsidiary of Dominion Energy would reflect the standalone credit
profile of the Company, but would also take into consideration the benefit of the
combination with a larger and financially capable parent company. In the July 23,
2018 Credit Opinion, Moody’s states with regards to factors that could lead to an
upgrade:

The rating outlook is negative; as such, the ratings are not likely to
move upward over the next 12-18 months. The outlook could be
returned to stable if the open docket at the SCPSC results in a rate plan
that will support stable and predictable cash flow metrics, including a
ratio of CFO pre-WC to debt of at least 13%. Completion of the
proposed merger with Dominion Energy could also cause the outlook
to be revised to stable.!’
I interpret that as very strong guidance that the approval of the Customer Benefit

Plan and the business combination with Dominion Energy would lead Moody’s to

affirm the current rating of Baa3 and change the rating outlock to Stable.

17 Ibid. at 3.
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WHAT IS YOUR ANALYSIS OF THE LIKELY IMPACT ON FITCH’S
RATING OF SCE&G IF THE COMMISSION DECIDES TO ADOPT THE
ORS PLAN?

Fitch published its most recent comment on SCE&G on August 8, 2018 when
it downgraded SCE&G’s issuer rating to BB+ (a speculative grade rating) from
BBB-. Fitch currently has the lowest rating of SCE&G, and the rating is on an
Evolving Watch status, which indieates that the rating could either be upgraded or
downgraded depending on the Commission’s decision in the pending regulatory
dockets. The August 8 press release commented on the imposition of the
Experimental Rate, a revenue reduction it cited as approximately 14.8%. The release
refers to the prospects for both SCE&G and SCANA (“SCG™), as follows:

Fitch considers: the magnitude of ‘the cut to be detrimental to

SCE&G’s and SCG's credit metrics, even after consideration of

SCG’s 80% reduction of the common dividend. Despite the

legislature's characterization of the new rate as “temporary,” Fitch is

concerned that the expected December order could be of the same

magnitude. If the PSC issues an order in December 2018 with a

permanent cut of a similar magnitude, additional downgrades may be

warranted. If the 14.8% rate cut were to be permanent, Fitch expects

SCG@G’s Total Adjusted Debt/EBITDAR to average around 6x over the

next three years and SCE&G’s to average around 5.7x, both above

Fitch’s previously stated downgrade thresholds of 5.5x and 5.0x,

respectively.'®

Adjusted Debt to Earnings before Interest, Income Tax, Depreciation and

Amortization and Rent (“EBITDAR?”) is Fitch’s key financial measure. A greater

'® Fitch Ratings, Press Release: Fitch Downgrades SCANA to 'BB/SCE&G to 'BB+; Maintains Rating
Watch Evolving, August §, 2018, at I (Exhibit No.___ (EL- 4)). See als¢ Fitch Ratings, South Carolina
Electric & Gas Co., July 16, 2018 (Exhibit No.___ (EL-5)).

DOCKET NO. 2017-370-E
ELLEN LAPSON
Page 26 of 47

16 J0 82 9bed - 3-60€-210Z - OSdOS - WV £6:8 0€ 1290100 8102 - ONISSIO0¥Hd HO4 314300V



10

11
12
13
14

15

16

17

18

19

20

ratio of Adjusted Debt to EBITDAR signifies higher debt leverage and greater
financial risk. If a 14.8% revenue reduction would cause SCE&G’s debt leverage to
exceed Fiteh’s guidelines for the current rating of BB+, then the 20% revenue
reduction pursuant to the ORS Plan would violate Fitch’s guideline ratio by an even
greater extent. Thus, implementation of the ORS Plan would likely lead to a further
ratings downgrade for SCE&G to BB from BB+.

WHAT ACTION DO YOU EXPECT THAT FITCH WOULD TAKE IF THE
COMMISSION APPROVES THE CUSTOMER BENEFIT PLAN AND THE
BUSINESS COMBINATION WITH DOMINION ENERGY?

Fitch stated in the August 8, 2018, press release:

Developments that May, Individually or Collectively, Lead to
Positive Rating Action. The ratings could be upgraded if the merger
into DEI and resolution of new nuclear issues result in SCE&G’s
adjusted debt/EBITDAR stabilizing around 3.5x-4.0x."

That is consistent with the Evolving Watch that Fitch has maintained for SCE&G
since the Company announced a business combination agreement with Dominion
Energy. That watch status signals that either a downgrade or upgrade could occur
depending on a binary outcome. It appears likely that the business combination with
Dominion Energy in the context of the Customer Benefit Plan or a variant thereof

would lead Fitch to upgrade SCE&G’s issuer rating to BBB-.

2 1bid. at 2.

DOCKET NO. 2017-370-E
ELLEN LAPSON
Page 27 of 47

16 J0 6 9bed - 3-608-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSTO0Hd ¥O4 314300V



10

11

12

13

14
15

PLEASE SUMMARIZE THE RESULTS OF YOUR REVIEW OF THE
RESULTING CREDIT RATINGS IF THE COMMISSION ADOPTS A
DECISION SIMILAR TO THE ORS PLAN, OR ON THE OTHER HAND, IF
THE COMMISSION APPROVES THE BUSINESS COMBINATION AND
ADOPTS THE CUSTOMER BENEFIT PLAN.

I summarized the rating outcomes that were explained above in Table EL-2.
The rationales explained in the rating agencies’ most recent reports leads me to
expect tha:c the business combination with Dominion Energy and a plan equivalent
to the Customer Benefit Plan, if approved, would result in the restoration or
retention of low investment grade ratings by all three agencies, while a plan
equivalent to the ORS Plan, if approved, would lead to sub-investment grade ratings
in-the BB/Ba category at all three agencies.

Table EL~2

Predicted Credit Rating Impacts

Approval of
Business
Current Outcome combination &
Issuer Credit Current Equivalent to ORS  Customer Benefit
Rating Qutlook Plan Plan
Fitch BB+ Evolving BB BBB-
Moody's Baa3 Negative Bal Baa3
CreditWatch,

BBB- Negative BB+ or BB BBB
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V.  RESPONSE TO THE DIRECT TESTIMONY OF MR. KEVIN
O’DONNELL

PLEASE PROVIDE A BRIEF SUMMARY OF MR. O’DONNELL’S
DIRECT TESTIMONY AND RECOMMENDATION.

On behalf of the SCEUC, Mr. O’Donrnell supports implementation of an 18%

reduction in electric rates proposed by ORS. He also suggests that SCANA can
activate potential mitigants to SCE&G’s credit problems. Specifically, Mr.
O’Donnell suggests that SCANA could eliminate its remaining dividend and sell its
ownership of Public Service Co. of North Carolina (“PSNC™), to which O’Donnell
attributes a potential value of $2.2 billion. Mr. O’Donnell further asserts that
although SCE&G will experience higher costs of long-term debt over time as a
consequence of Moody’s one-notch downgrade of SCE&G’s credit rating from
Be;.a2 to Baa3 on February 5, 2018, that cc;st is small relative to the savings to
customers of the reductions in revenue requirements under the ORS Plan.
MR. O’DONNELL STATES THAT YOU DID NOT ANTICIPATE
DIVIDEND CUTS BUT, INSTEAD, FOCUSED ON THE CONSEQUENCES
INVOLVING CREDIT DOWNGRADES AND POSSIBLE BANKRUPTCY.*
HOW DO YOU RESPOND?

I did net address a dividend cut by SCANA because it cannot be considered
as a remedy for SCE&G’s ongoing credit problem. Facing the implementation of

Act 258, SCANA’s decision to reduce its dividend on June 29, 2018 was a

X O’'Donnell Direct at 7:11-15.
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reasonable and prudent decision to enable the parent holding company SCANA to
conserve cash and avoid the insolvency, but dividend cuts will not resolve SCE&G’s
credit dilemma relating to weak operating cash flow resulting from the
implementation of the ORS Plan. A utility must have sustainable operating cash
flow and a sound capital structure in order to provide optimal service to customers.
MR. O’DONNELL ASSERTS THAT CUTTING SCANA’S DIVIDEND IS AN
EFFECTIVE STEP THAT WILL IMPROVE SCE&G’S CREDIT
STABILITY AND A WAY TO “DIG ITS WAY OUT OF A HOLE.”*' DO
YOU AGREE?

Based on his testimony, Mr. O'Donnell is aware of only one rating
downgrade in 2018: a downgrade by Moody’s in February 2018.22 Mr. O’Donnell
appears to be unaware that two rating agencies (S&P and Fitch) lowered SCE&G’s
ratings in August 2018, after the announcement of the 80% dividend cut. Fitch’s
downgrade lowered SCE&G’s issuer credit rating below investment grade into the
speculative grade category. The two subsequent ratings downgrades on August 8
and 9 were after SCANA’s announcement of the dividend cut; both of these rating
agencies noted in their commentaries that the dividend cut by SCANA was helpful
to preserve parent company liquidity, but would not remedy the underlying credit

problem at SCE&G. Contrary to Mr. O’Donnell’s assertion, the 80% dividend cut

21 O'Donnell Direct at 7: 13-15
2 O*Donnell Direct at 10: 7-8.
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did not produce credit stability, so it is foolish to suggest that eliminating a $70
million per annum dividend would have any greater effect.

HOW DO YOU RESPOND TO MR. O’DONNELL’S TESTIMONY
REGARDING THE POSSIBLE SALE OF PSNC AS A MEANS TO
MITIGATE THE NEGATIVE CREDIT CONSEQUENCES YOU MENTION
IN YOUR TESTIMONY?3

My response is similar to my response regarding cutting the dividend:
SCANA’s sale of PSNC, a sister substdiary to SCE&G, would not improve the
credit status of SCE&G and would not address the problem of inadequate ongoing
cash flow relative to the operating utility debt. The company that is regulated by the
Commission is SCE&G, and the Commission should determine rates for SCE&G
that are adequate, fair, and reasonable to suppert the ongoing solvency and financial
strength of the regulated utility company.

If Mr. O’Donnell’s concem is that SCANA would be unable to issue equity
at the parent company level to fund future required equity investment in SCE&G,
then the sale of a subsidiary would be a potential way to avoid a public issuance of
shares. However, that does not appear to be Mr. O’Donnell’s intent. Mr. O’Donnell
appears to suggest that SCANA should subsidize the operations of SCE&G with the
proceeds of the sale of a sister subsidiary, a clear admission that his proposal is

unfair and reasonable to SCE&G and amounts to a taking of SCE&G’s property that

B O’Donnell Direct at 9.
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he suggests be remedied by confiscating $2.2 billion of other assets of SCANA.
However, the sale of a SCANA subsidiary will not remedy weak operating cash
flow at SCE&G or boost SCE&G’s individual credit quality. The rate structure at
SCE&G should be set in a manner that provides the utility company an opportunity
to satisfy future customers’ needs for service and attract the capital necessary to do

50.

DOES MR. O’DONNELL RECOMMEND THAT A FURTHER DIVIDEND.

CUT FOR SCANA WILL SOLVE THE CREDIT PROBLEMS THAT HIS
RECOMMENDED REVENUE REDUCTIONS WOULD CREATE AT
SCE&G?

Mr. O’Donnell is inconsistent regarding cutting the remaining SCANA
common stock dividend. He states that he is “not recommending that SCANA take
that action, but again, that option is available to the Company. Elimination of the
dividend would save SCANA an additional $70 million per year.”?® But in his

conclusion, he jumps on board with the following assertion:

In addition, the sale of PSNC and the entire elimination of the SCANA
dividend can provide even more credit stability to SCANA. %

In fact, eliminating the dividend entirely is a short-sighted approach that would
impede SCANA and indirectly SCE&G from attracting equity capital in the future.

Some investment accounts are limited by policy or charter from owning stocks that

2 O’Donnell Direct at 9:26-10:1.
¥ O’Donnell Direct at 14:8-9.
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pay no dividends; thus, the costs of such a decision would outweigh the amount of
cash saved, unless the action is necessary to avert bankruptcy.

MR. O’DONNELL ESTIMATES THE COST OF A CREDIT DOWNGRADE
TO SCE&G AND ITS CUSTOMERS.? DO YOU AGREE WITH HIS
ESTIMATES?

No, I do not. In fact, the real impact is at least seven to fourteen times greater
than Mr. O’Donnell’s estimate. He underestimates the incremental cost in several
ways: (1) arithmetic errors in calculating the amount of new funding; (2) omitting
the principal amount of maturing bonds to be refinanced over the years in question;
(3) estimating a differential interest rate that is considerably lower than the current
market conditions, as illustrated by the August 2018 bond issues; and (4) failing to
consider the ineremental interest costs if two more rating agencies lower SCE&G’s
issuer credit ratings into the speculative category. I correct these errors and revise
the estimated incremental interest costs as summarized in Table EL-3 below, with

details shown in my Exhibit No._ (EL-6).

¥ O'Donnell Direct at 10:10-12:14,
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Table EL-3
Estimated Incremental Interest Cost Due to Downgrades

Revising O'Donnell’s Table 1
$ Millions Current actual Incremental Interest Cost
Asin KWO incremental Assuming 1- notch downgrades into
Table.l page 12 interest spread Ba, BB, BB categories
Interest Rate ’
Differential 16.67 BP 55BP 75 BP 95 BP
10 years 2018-2027 12.2 100.0 134.6 169.1
20 years 2018-2037 47.1 338.5 459.8 581.0
30 years 2018-2047 110.3 793.1 1,079.8 1,366.4
Multiple of KWO
estimate
10 years 8.2 11.0 13.9
20 years 7.2 9.8 12.3
30 vears 7.2 9.8 12.4

Interest Rate Differential - Incremental cost for SCE&G versus funding cost of the average U.S. electric

utility
BP - Basis points.

WHAT ARE THE ERRORS IN MR. O’DONNELL’S TABLE 1 AND
EXHIBIT KWO-1 RELATING TO THE PRINCIPAL AMOUNT OF DEBT
ISSUANCE THAT YOU CORRECT IN YOUR EXHIBIT NO.__ (EL-5)?
Mr. O’Donnell omitted the funding of transmission investments that he
-showed in his exhibit KWO-1 when he added the cumulative amount of new debt
funding. This error understated the amount of debt issuance by $344 million but had
a far greater effect over time in the cumulative amount of interest cost. In addition
to that computational error, he made a conceptual error by omitting the principal

amount of bond maturities to be refinanced. That omission contributed to
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understating the amount of debt issuance by $4,800 million ($4.8 billion) over the
time period of his analysis.?”

WHAT OTHER REVISIONS HAVE YOU MADE IN YOUR TABLE EL-3
AND EXHIBIT NO.___(EL-5)?

Mr. O’Donnell greatly underestimated the cost impact to SCE&G of credit
downgrades by limiting his analysis to a one-notch downgrade made by Moody’s
in February 2018 from Baa2 to Baa3 and failing to consider that SCE&G’s ratings
over the past 13 months since ORS’s Request on September 26, 2017 have declined
by more than one notch. Both S&P and Fitch downgraded SCE&G’s credit ratings
by two notches since that date, while Moody’s downgraded the rating by one notch.
Furthermore, the credit watch in effect at S&P and Fitch and negative rating outlook
at Moody’s cast a further cloud over the ratings by those two agencies, causing a
more negative impact on the debt capital market view of SCE&G’s
creditworthiness.

Mr. O’Donnell claims to be “conservative” by using generic data rather than
actual market data to estimate a hypothetical impact of a single-notch downgrade
within the three-notch range of A to Baa at 16.67 basis points (that is, 50 basis points
divided by 3). However, we have real data from the bond market; wider yield

spreads on SCE&G’s long-term bonds have already far exceeded Mr. O’Donnell’s

7 My review was limited to the information in O’Donnell’s exhibit KWO-1 and did not seek to verify Mr.
O’Donnell’s basic forecasts of the amount of capital expenditures nor the amount that would be externally
finaneed with debt. Mr. O’Donnell’s estimates of those amounts may incorporate other errors that I was not
able to audit.

DOCKET NO. 2017-370-E
ELLEN LAPSON
Page 35 of 47

16 J0 L€ abed - 3-60g-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSIO0¥Hd HO4 314300V



10

11

12

13

14

15

16

17

18

19

20

21

22

estimate. SCE&G actually issued ten-year maturity bonds in August 2018 and
incurred a yield spread that was 50 to 70 basis points higher than that for ten-year
bonds issued by electric utilities whose credit was not similarly burdened (as shown
in Table EL-1). Mr. O’Donnell also fails to consider further adverse movement in
credit spreads if SCE&G experiences further downgrades by S&P or Moody’s
below investment grade into speculative grade ratings in the BB and Ba category. If
SCE&G is subjected to arevenue reduction of 18% (as Mr. O’Donnell recommends)
or 20%, the full effect of the ORS Plan, the ratings transition to the BB and Ba
speculative grade category would widen the required yield spread by a greater step
function, probably adding another 25-40 basis points to the current yield spread.
Mr, O’Donnell’s calculation of a 16.67 basis point increase in interest
expense is misleading. A more accurate depiction of the incremental cost of the
credit downgrades that have already resulted from ORS’s Request and Act 258 is
approximately 50 to 60 basis points; in my Table EL-3 above, I estimated the current
cost to SCE&G at 55 basis points higher as a result of its credit downgrades (a
somewhat lower spread than the 63.5 basis point differential noted in Table EL-1.)
Also, if the credit ratings are downgraded below investment grade into the
speculative grade category, the differential spread for SCE&G long-term interest
costs is likely to widen to an aggregate of 75 to 95 points (or more) as shown in
Table EL-3 above.
Mr. O’Donnell has further underestimated the costs of credit downgrades to
SCE&G by limiting his table only to incremental costs of debt. Mr. O’Donnell
DOCKET NO. 2017-370-E

ELLEN LAPSON
Page 36 of 47

16 J0 8¢ abed - 3-¢0g-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSTO0Yd ¥0O4 314300V



10

11

12

13

14

15

16

17

18

19

acknowledges that the cost of equity capital will also increase as a result of credit
downgrades,?® but he omits any calculation of that cost since “setting the cost of
equity is a subjective process seen through many filters.”

In summary, Mr. O’Donnell’s estimation of the incremental capital cost of
credit downgrades is based on faulty assumptions and computational errors, and he
fails to consider real market data that is readily available. His estimate is unreliable,
and the true cost is substantially in excess of his estimate.

VIL. RESPONSE TO THE DIRECT TESTIMONY OF MR. RUBIN
PLEASE PROVIDE A BRIEF SUMMARY OF MR. RUBIN’S DIRECT
TESTIMONY AND RECOMMENDATION.

On behalf of AARP, Mr. Rubin asserts that SCE&G’s decision to continue
construction of the nuclear units after June 2014 was imprudent: Consequently, he
suggests that investments made after that time, which totaled approximately $2.5
billion, should be excluded from recovery from customers. He also recommends
that the Commission should order the Company to continue the BLRA surcharge at
the reduced level of the Experimental Rate through December 31, 2018. Under his
proposal, the surcharge would end after that date, and customers would not pay
anything further to support the Project investment. He further recommends that

SCE&G should not be required to refund any amounts previously paid under the

2 (' Donnell Direct at 10:13-21.
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BLRA, thus resulting in customers paying approximately $2.2 billion to support the
Project.

MR. RUBIN RECOMMENDS THAT THE COMMISSION SHOULD END
THE BLRA SURCHARGE ON DECEMBER 31, 2018 AND THAT THERE
SHOULD BE NO FURTHER RECOVERY OF NND PROJECT COSTS
FROM THE CUSTOMERS. DO YOU AGREE?

This is a radical recommendation. It is extremely punitive, and its effect upon
SCE&G’s financial health would be staggering. It would have disastrous impact on
SCE&G’s ability to sustain itself and meet customers’ needs for high quality of
utility service, consequences that Mr. Rubin fails to consider.

HOW DO YOU RESPOND TO MR. RUBIN’S TESTIMONY THAT
SCANA’S STOCKHOLDERS CAN ABSORB A $2 BILLION WRITEDOWN
TO COMMON EQUITY??

Mr. Rubin appears far more interested in inflicting pain on shareholders of
SCANA than in setting SCE&G on a path toward a financially sound and viable
status. He has lost sight of the fact that SCE&G delivers vital services to its
customers, and putting the utility in a financially distressed condition will not serve
the future needs of customers nor promote a strong economy in South Carolil(qa.

Mr. Rubin asserts:

If the common equity balance were written down by $2.0 billion to
$3.3 billion (as an example) that would result in a common equity

2 Rubin Direct at 28-29.
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ratio of approximately 35%. According to Company witness Lapson,
the Company’s debt covenants require at least a 30% equity ratio. ¥

Despite Mr. Rubin’s dismissive tone, the situation he describes would have grave
consequences. Even if the Company were not forced to default on its debt covenants
by a write-down of the common equity, the impact of a ratio of 35% book equity to
capital would be that SCE&G would be treated as a highly leveraged entity, and its
ratings would most likely be in the speculative grade (below investment grade). As
a result, the Company would be in peril of loss of liquidity and loss of access to
capital markets during a future cyclical downturn in credit financial market
conditions.

VII. RESPONSE REGARDING A POTENTIAL SECURITIZATION
TRANSACTION

SEVERAL WITNESSES, INCLUDING MESSRS. KOLLEN, BINZ, AND
VARADARAJAN SUGGEST THAT SCE&G SHOULD FUND THE
REGULATORY ASSET REPRESENTING COSTS OF THE NUCLEAR
PROJECT THAT ARE APPROVED FOR RECOVERY VIA A
SECURITIZATION TRANSACTION. PLEASE BRIEFLY SUMMARIZE
MR. KOLLEN’S TESTIMONY ON THIS TOPIC.

Mr. Kollen proposes a securitization transaction in an amount exceeding $2.6
billion to fund the recovery of a regulatory asset comprising the portion of the

investment in the Project that ORS proposes for regulatory recovery.!

30 Rubin Direct at 29:4-9.
3 Kollen Direct at 10:18-11:19.
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PLEASE SUMMARIZE THE DIRECT TESTIMONY AND
RECOMMENDATIONS OF CCL AND SACE WITNESSES BINZ AND
VARADARAJAN REGARDING A SECURITIZATION TRANSACTION.

Mr. Binz suggests that it is feasible to fund the recovery of stranded costs
(such as the allowed portion of the Project cost) at low costs using utility rate
securitization bonds; and second, he proposes the potential use of the proceeds of
the securitization transaction to fund the acquisition by SCE&G of solar or wind-
powered energy production equipment.’?

Mr. Varadarajan testifies regarding six financial scenarios that he modeled
to test the financial aspects of each scenario under three financing assumptions. The
three forms of financing he tested were traditional utility funding regulatory assets
with a mix of debt and equity; an alternative form of corporate bond issuance;*® and
funding through a special purpose entity using utility securitization bonds. He
compared these financing mechanisms under two assumptions: with or without an
upfront payment to customers. He concludes that the use of securitization bonds
provides the lowest cost financing in several différent scenarios. He also suggests
that a combination of securitization bonds and no up-front payment to customers

provides lower costs and a favorable spread of benefits among time periods.?*

1 Binz Direct at 15-22.

# Mr. Varadarajan does not provide any evidence or precedents for the alternate type of corporate bonds
that make up his second form of financing. [ am unaware of any precedents or examples for this funding
mechanism, thus suggesting this proposal is a “straw man.”

3 Varadarajan Direct at 4-22.
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WHAT IS YOUR RESPONSE TO THE RECOMMENDATIONS BY THESE
THREE WITNESSES REGARDING THE ADVANTAGES OF A
SECURITIZATION TRANSACTION?

First, the large securitization transaction that the witnesses posit is
inconsistent with the conditions for a merger with Dominion Energy, a business
combination that provides a very viable prospect for SCE&G’s future financial
stability and strength. The Dominion Energy business combination along with the
Customer Benefit Plan offer real benefits, and there is no doubt or question about
Dominion Energy’s financial capability to carry out the proposed business
combination terms or the other features of the Customer Benefit Plan. I have a high
degree of confidence that the Dominion Energy business combination and Customer
Benefit Plan would result in improved creditworthiness and investment grade credit
ratings for SCE&G.

On the other hand, it is not at all clear that securitization is a viable option at
the present time. As I discussed previously, the law does not exist to permit the
supposed securitization transaction and there are numerous legal hurdles to be
cleared before a transaction could take place.

WHAT SORT OF LEGAL HURDLES ARE YOU REFERRING TO?

For example, some legal research is essential to determine if a voter
referendum or ballot initiative in South Carolina could invalidate or overturn the
State Pledge, an essential component in a utility tariff securitization. If that
possibility exists, a transaction would not be feasible. None of the witnesses has

DOCKET NO. 2017-370-E

ELLEN LAPSON
Page 41 of 47

16 J0 £ 8bed - 3-¢0€-210Z - OSdOS - NV £0:8 0€ 1990100 8102 - ONISSIO0¥d ¥0O4 A31d3I00V



10

11

12

13

14

15

16

17

18

19

20

21

22

presented evidence on that point, and indeed, they may not even be aware of this
potential constraint.

If that potential problem can be ruled out, then in order to issue bonds in the
financial markets, the form of the enabling law and all related documentation must
conform to a strict financial market standard for utility securitization bonds. The
legislation cannot include any material exceptions that allow customers or classes
of customers to avoid paying the special charges, and there is no leeway for the
legislators to add any bells or flourishes.

The Commission would be required to pass through periodic (semi-annual or
annual) adjustments to readjust customer charges in the light of changes in sales
volumes in order to assure that the collections match the debt service requirements
on the bonds. The Commission’s review would be limited to checking the accuracy
of the calculations, and intervenors would not have any rights to intervene.

Finally, if the Commission’s order in this proceeding (the order that gives
rise to the regulatory asset that would be the asset to be securitized) is subject to
judicial appeal because of constitutional challenges or other procedural challenges,
it would be very difficult if at all possible to carry out a securitization transaction in
the principal proposed amount of $2.6 billion until that challenge has been resolved.
ARE THERE ANY NEGATIVES IN THE SECURITIZATION PROCESS
THAT THE OPPOSING WITNESSES HAVE FAILED TO POINT OUT?

Yes, there are a number of potential negatives. First, a securitization of the
regulatory asset would provide no cash flow to SCE&G, and it would eliminate
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approximately $86 million in annual operating cash flow to SCE&G relative to the
ORS Plan absent a securitizatton transaction. Thus, the transaction would
exacerbate the condition of weak operating cash flows in the event of the
implementation of all the other parts of the ORS Plan.

Second, this debt would appear on the balance sheet of SCE&G and would
remain in place for many years, without corresponding equity to balance the capital
structure. Thus, it would burden SCE&G with high balance sheet debt leverage for
one to two decades.

Third, the security transaction is an extremely inflexible financial structure
due to its long tenor, large size, and inflexible terms. As such, it would eliminate
some future options both for the policy makers (the legislature and Commission)
and for SCE&G’s customers. If new forms of energy or distributed energy become
feasible in the future, the State’s Pledge regarding the securitization bond
transaction may prevent state officials or the Commission from embracing such
options. Also, if in the future, electric sales enter a trend of decline due to technology
changes, the Commission would be required to pass through ever greater increases
in the special tariff rate to allocate the debt service revenue requirement to the
remaining sales volume and thus sustain the total level of collections, a process that
could be politically unpopular.

IS THERE AN ASSURED INVESTMENT MARKET FOR THE BONDS
THAT WOULD NEED TO BE SOLD IN THIS TRANSACTION?
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That is not entirely clear. First, debt market participants may not give
credence to the willingness and ability of South Carolina public officials to stick
with the terms of the securitization for a term of up to twenty years in the future if
conditions change, given that the Base Load Review Act passed by the legislature
was set aside eight years after its enactment. Second, if the regulatory asset to be
securitized is created through a litigated proceeding and the securitization
transaction is ordered over the objections of the Company, it might temper
investors’ enthusiasm for the transaction. There is no precedent transaction in the
utility sector of a utility tariff securitization that took place over the objections of
the utility company. In fact, in all precedent transactions, the utility company was a
willing and cooperative sponsor of the transaction. If both of these points materialize
as negatives in the investment market, then the yields offered on the bonds would
have to be greater than those estimated by Mr. Kollen in his testimony and relevant
exhibits.

WHAT ARE THE CONDITIONS OR STEPS NECESSARY FOR THE
ISSUANCE OF SECURITIZATION BONDS IN THIS CIRCUMSTANCE?

This is a brief summary of steps in the process:

1) As I mentioned already, legal research is needed to assure that there is no
basis under South Carolina law for a change by a subsequent legislative vote,
administrative action, or a voter referendum or ballot initiative in South
Carolina that ceuld invalidate the bonds, interfere with the collection or
adjustments of the rates, or overturn the State Pledge.
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2) Ifthe results of step 1 are favorable, enabling legislation would be necessary
to permit a securitization transaction; the standards for the form of the statute
and state pledge are very strict.

3) The State of South Carolina must pledge not to take any actions that would
interfere with the transaction and recovery of the pledged assets. Terms of
the State Pledge include that the state will not pass laws or regulations or
make any policies that encourage or permit customers to disconnect from the
grid or to avoid paying the special charges as long as any of the transaction
bonds are outstanding.

4) The Commission would be required to hold a proceeding to authorize the
issuance of the bonds. In that proceeding, the Commission would also
establish the mechanism for periodically passing through adjustments to the
unit costs through an administrative process to maintain stable collections
and meet the entire revenue requirement of the securitization bonds.

IS THERE A DOWNSIDE TO THE CONSIDERATION OF A
SECURITIZATION TRANSACTION WITHIN THE CONTEXT OF THIS
PROCEEDING?

The suggestion that the invested amounts in the Project can be securitized
and thus result in lower costs, at first glance, seems appealing. Given that none of
the necessary conditions have been fulfilled, however, this proposal is simply a
premature and infeasible “red herring” that only serves to distract or divert attention
away from the very real and serious issues that must be considered in this

DOCKET NO. 2017-370-E

ELLEN LAPSON
Page 45 of 47

16 J0 L7 9bed - 3-60€-210Z - OSdOS - WV £6:8 0€ 1290100 8102 - ONISSIO0¥Hd HO4 314300V



10

11

12

13

14

15

16

17

18

19

20

21

22

proceeding. A focus of this proceeding must be to reestablish the financial strength
of SCE&G that is entirely necessary for customers to continue to receive safe and
reliable electric services.
VIII. CONCLUSION

WHAT ARE YOUR OVERALL CONCLUSIONS AND
RECOMMENDATIONS?

In their Direct Testimony, the witnesses Baudino, Kollen, O’Donnell, and
Rubin recommend steep and punitive reductions in SCE&G’s ongoing operating
cash flow without giving adequate consideration to the resulting adverse impacts on
the Company’s financial condition and ability to serve customers’ future needs.
While customers have an interest in lowering the cost of electricity in the short run,
customers rely on their electric utility for maintaining and extending reliable and
safe service to satisfy not only their current needs but aiso their future needs. A
financially weak or failing electric utility cannot assure customers & predictable and
high quality of service, which is a necessary foundation for the economic and
employment climate in its service territory. The Customer Benefit Plan and the
proposed Dominion Energy business combinationr provide a strong prospect of
restoring SCE&G’s creditworthiness while also providing benefits to current and
future customers. On the other hand, the ORS Plan and proposals by Rubin and
O’Donnell are likely to drive SCE&G’s issuer credit into the sub-investment grade
(speculative grade), with attendant risk of losing access to capital during cyclical
periods of constrained financial markets.
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Proposals for the securitization of any regulatory assets that result from the
decision reached as a result of this proceeding are not germane to this proceeding.
A separate regulatory process would be devoted to consideration and authorization
of a securitization transaction, if in fact such a transaction becomes feasible at some
time in the future. At present, it is a distraction from the need to determine the
financial future of SCE&G on a healthy and sustainable basis.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.
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South Carolina Electric & Gas Co.

Business Risk: STRONG

Financial Risk: SIGNIFICANT

Oy
Highly leveraged Minimal

TR KRN b assres aveesses o aeasas
Vulnerable Excellent  coovvriiiiirie

Anchor Madifiers

BBB-/Watch Neg/A-3

Group/Gov't

Rationale

* Political and regulatory fallout from cancelled V.C.
Summer nuclear construction project threatens
further rate recovery of incurred costs;

+ Moderately large customer base and robust local
econemy with slightly above-average growth in
customer accounts; and

» Acquisition by Dominion Energy Inc. would stabilize
or improve ratings,

CreditWatch -© [

| Financial Risk: Significant - - ©

Weakening finaneial measures after temporary rate
cut related to the cancelled nuélear construction
project; )

Stand-alone financial risk would be stressed by
Dominion’s plan to gain regulatory approval to
acquire SCANA Corp.; and

Liquidity is adequate to meet projected needs, but
also depends o1 a reasonable solution to nuclear
cost recovery.

Ovur ratings on parent SCANA Corp. and its subsidiaries, including South Carolina Electric & Gas Co. (SCE&G]) are
on CreditWatch with negative implications. This reflects our view of ongoing uncertdinty regarding cost recovery
of the abandoned V.C. Surnmer nuclear ¢onstruction project. We cotild lower ratings again if credit metrics weaken
further beyond those in our base-case scenario, in which we assume the temporary rate cut is permanent. This
could occur following the pending Summer abandonment proceeding if the PSC orders a permanent rate reduction
or rate credits that lead to incnéﬁlen;ally weaker financial measures than those resulting from the temporary 15%
rate cut. Conversely, we could affirm ratings if the PSC does not require further rate credits or rate reductions
beyond the 15% rate reduction already assumed in our base-case scenario.
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Summary: South Carolina Electric & Gas Co.

Qur Base-Case Scenario

CAssumptions’ L0 T | Rey Metrdes e

+ Lower gross margins due base rate feduction; 2017A J013E 2019E

Adjusted FEO to debt (%) . 27.3 1818 14-15.

» EBITDA margins in the 40%-45% range; “Adjusted debi to EBITDA () . 3.9 45 45
Adjusted FFO interest coverage {x). 66 -, 4-5 3-4--

« Annual capital spending averaging about $720

million; . .
- *A—Actual, E—Estimate. FFO-—Funds from
» All debt maturities refinanced: and operations.

» Negative discretionary cash flow.

Company Description

SCE&G is a subsidiary of SCANA that operates as a vertically integrated electric utility and as a natural gas distribution
utility in South Carolina.

Business Risk: Strong

SCE&G has low-risk, fully regulated, vertically integrated, electric and natural gas distribution operations in South
Carolina. Although SCE&G's service territory lacks geographic and operating diversity and demonstrates modest
customer growth, the company benefits from a medium-sized customer base of 720,000 electric and 370,000 gas
customers in central, southern, and southwestern South Carolina. Economic growth in the service area is robust, and
the utility benefits from consistent customer additions. Our assessment of SCE&G's business risk profile incorporates a
much less supportive regulatory environment in South Carolina than before the cancellation of the nuclear plants.

SCE&G’s effectiveness in managing regulatory risk has eroded following a decision to cancel the construction of two
new nuclear units. SCE&G recently implemented a 15% experimental (temporary) rate reduction of about $31 million
per month to comply with a recently passed South Carolina General Assembly law and a South Carclina Public Service
Commission (PSC) order requiring the rate reduction The reduction is related to financing costs that were being
recovered in rates that were authorized under the Base Load Review Act, which the General Assembly recently
repealed. The rate reduction is temporary until the PSC rules on SCE&G's permanent rate recovery of the abandoned
project.

Financial Risk: Significant

For SCE&G, we incorporate a base-case scenario that includes adjusted funds from operations (FFO) to debt of about
18% for 2018, in the middle of the benchmark range of the significant category. Afterward, however, we expect
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adjusted FFO to debt to remain in the 14%-15% range. This weakening of credit measures reflects our base-case
assumptions that the temporary 15% reduction and SCANA's announced cut to its dividend payments are permanent.
We expect the supplemental ratio of FFO cash interest coverage to be about 4,5x at year-end 2018 and further decline
to the 3.5x-4x range thereafter. These levels support the financial risk assessment of SCE&G. After reflecting the lower
capital spending now that the Summer project has been cancelled and the utility’s dividend reduction, discretionary
cash flow is expected to be positive over the next few years. We expect debt leverage to grow as indicated by debt to
EBITDA in the 4.5X-5x range over the next few years. We base our risk assessment on more relaxed benchmarks when
compared with the typical corporate issuer, reflecting the company’s steady cash flow and rate-regulated utility

operations.

Liquidity: Adequate

We assess SCE&G's stand-alone liquidity as adequate because the company's liquidity sources are likely to cover uses
by more than 1.1x over the next 12 months, and the company could meet cash outflows even with a 10% decline in
EBITDA. We think that SCE&G has the ability to absorb high-impact, low-probability events without refinancing, and
that it has well-established and solid relationships with banks, a generally high standing in credit markets, and prudent

risk management.

« Available cash of about $220 million; ‘ . Qapitél spending of roughly $670 -million; and

- Estimated cash FFO of about $850 miliion; and = Debt matusities, including outstanding commercial

» Esnmated revolving credit facility availability of $1.2 paper. of about $1.1 bilkion.

billion.

Other Credit Considerations

We apply a negative comparable ratings analysis modifier to reflect less credit supportive financial metrics after the
15% rate reduction.

Group Influence

SCE&G is subject to our group rating methodology criteria. We assess SCE&G as a core subsidiary of parent SCANA
because it is highly unlikely to be sold, is integral to the group's overall strategy, possesses significant management
commitment, 15 a significant contributor to the group, and is closely linked to the parent's reputation. Moreover, there
are no meaningful insulation measures in place that protect SCE&G from its parent. As a result, the issuer credit rating
on SCE&G is 'BBB-', in line with the group credit profile of 'bbb-".
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Ratings Score Snapshot

Issuer Credit Rating
BBB-/Watch Neg/A-3
Business risk: Strong
¢ Country risk: Very low
e Industry risk: Very low
¢ Competitive position: Satisfactory
Financial risk: Significant
* Cash flow/Leverage: Significant

Anchor: bbb

Modifiers

+ Diversification/Portfolio effect: Neutral (no impact)

* Capital structure: Neutral (no impact)

s Financial policy: Neutral (no impact)

* Liquidity: Adequate (no impact)

¢ Management and governance: Fair (no impact)

s Comparable rating analysis: Negative (-1 notch)
Stand-alone credit profile : bbb-

s Group credit profile: bbb-

» Entity status within group: Core {no impact)

Issue Ratings

+ We rate the preferred stock at SCE&G two notches below the issuer credit rating to reflect the discretionary nature
of the dividend and the deeply subordinated claim if a bankruptcy occurs,

16 J0 G abed - 3-60g-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSTO0Hd ¥O4 314300V

* The short-term rating of SCE&G 15 'A-3' based on the issuer credit rating on the company.

Issue Ratings--Recovery Analysis

Secured debt at SCE&G benefits from a first-priority lien on substantially all of the utility's real property, owned or
subsequently acquired. Collateral provides coverage of more than 1.5x, supporting a recovery rating of '1+' and an
issue rating two notches above the issuer credit rating.
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Related Criteria

+ Criteria - Corporates - General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018
+ General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

+ Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers,
Dec. 16, 2014

« Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

= Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013

« Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 18, 2013
= General Criteria: Methodology: Industry Risk, Nov. 19, 2013

» General Criteria: Group Rating Methodology, Nov. 19, 2013

+ General Criteria: Country Risk Assessment Methodology And Assurnptions, Nov. 19, 2013

+ Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For '1+ And '1' Recovery Ratings On
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013

+ General Criteria; Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nov. 13, 2012

« General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
« Criteria - Insurance - General: Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008

Dusiness And Finaneial Risk Matrx

Financial Risk Profile

Business Risk Profile Minimal ~ Modest Intermediate |  Significant * Aggressive Highly leveraged
Excellent ':—_“ aaa/aat aa at/a a- bbb bbb-/bb+
Strong aa/aa- a+/a a-/bbb+ . . bbb bb+ bb
, Satisfactory .. afe bbb+ _ bbb/bbb- bbb-/bb+ bb b+

Fair © X bbb/bhb- bbb- bb+ bb bb- ' b
Weak " L bb+ bb+ bb bb- b+ b/b-
Vulfigtable bb- bb- bb-/b+ bk b b-
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South Carolina Electric & Gas Company

Update following rating confirmation

Summary

The regative cutlock for South Carolina Electric & Gas Company (SCE&G) reflects the
contentious po'itical and regulatory environment in which the company 1s operating, and
the uncertainty surrounding the Public Sennce Commission of South Carolina’s (SCPSC)
upcoming December 2018 determination of a permanent electnic rate pian for the company
following its decision to abandon construct or of the V.C. Summer new nuclear urits,
SCE&G's credit profile refiects our expectatior that the implementation of legistation
ordering a termporary reduction of SCE&G's electric rates will cause the utility’s ratio of cash
flow from operations exciuding working capital changes (CFO pre-WC} 1o debt to move

to the low teens. Our view also recognizes that the decision of SCE&G's parent, SCANA
Corporation {SCANA), to cut its dividend by 80% wil conserve cash and support a ratio

of CFQ pre-WC iess div'derds to ¢ebt that we expect to be maintained at a similar level,
Qur opinwon recognizes that the revenue reduction 1s temporary, however the magnitude is
consistent with our belief that the political pressure on SCPSC could cause it ta udimately
establish rates at unusuaily low levels. We also think it 1s unlikewy the SCPSC would set,
permanent rates at leve.s that are tower than the termporary ones.

Recent Developments

New Legislation and Dividend Reduction

Durning the first week of July, two pieces of South Carouna egislat'on, H 4375 and S 954,
became law. The legislaticn included. 1} a prospective repeat of the cred™ supportive Base
Load Review Act (BLRA): 2} a requerement that the Public Service Commission of South
Carolina {SCPSC) establish temporary rates for SCE&G that eliminate the increases the
company received under the BLRA since 201% (approximately 14 8% of its electric reveaue),
3) definftions of the terms prudent and imprudent that are intended to make it more di*ficult
for the SCPSC to determing SCE&G's decision to abandon nuclear construction was prudert;
anc 4) a requ rement that the SCPSC delay a hearing in its open dacket concerning SCE&G's
rates and the potential merger with Dorminion Energy, Inc, (Dominion, Baa2 negative)

until Novemnber 1, 2018, with a decision no later than December 21, 2018 The SCPSC
subsequently ordered the implementation of the temperary rates to begin in August. SCE&G
has fied for an injunction, and a heanng date has been set at for the end of July

In the meantime, to conserve cash and preserve its options, SCE&G's parent, SCANA (Bai
negative) announced at the end of Jure that it would cut its dividend by 80% The reducuion
corresponds to the portion of the dividend attributable to the electric operations of SCE&G
We view the action as supportive of credit quality.
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Potential Merger with Dominion

On January 3, 2018, SCE&G's parent company, SCANA, and Dominion announced plans for Dominton to acqure SCANA in an all-
stock transaction that valued SCANA at abaut $14.6 billion, including the assumption of about $6.7 billion of debt. The proposed
combination woutd provide specific benefits to SCE&G rate payers. including a $1.3 billion cash payment within 90 days of closing,
an estimated 5% reduction in rates (3.5% via credits for about eight years, plus a fiow through of savings from federal tax reform
legistation) and a 540 MW natural gas fired generating facility. The plan envisions a pre-tax write down of about $1.7 biilion relating
to the nuclear investment, with the remaining $3.3 biilion to be amortized over 20 years. In addition to SCANA shareholder approval
and other customary closing requirements, the merger Is conditioned upon approval by the SCPSC of a joint petition filed by SCE&G
and Dominion. The petition requests approval of terms for recovery of new nuclear development costs (including necessary prudence
determinations). The deal is also conditioned on the absence of laws, or changes in laws (including the BLRA), that would result in a
material change in terms or economic value of the proposed merger,

SCE&G's Previously Proposed Solution to Nuclear Abandonment

Prior to SCANA's planned merger with Dominion, SCE&G in November 2017 proposed its own cemprehensive solution to the nuclear
abandonment 1ssue, SCE&G's solution inclided an annual revenue reguction of $90 miilion (about 3.5% of total electric revenue,

or about 20% of the amounts being collected under the BLRA} for five years, and the addition of 640 MW of generating capacity.
SCE&G’s proposal included a pre-tax write down of $810 mullion and an absorption by shareholders of the remaining $2.9 billion (after
application of the Toshiba guarantee} over 50 years at a reduced earnings rate. The plan was not well received, but it has been included
as an alternate proposal for SCPSC consideration, and it 1s the primary driver of the $1.118 billion (pre-tax) impairment SCE&G recorded
in 2017

Exhibis 1
Historical CFO Pre-W/C, Total Debt and CFO Pre-W/C to Debt{1][2]

s CFQ Pre-WIC  mmwm Tota] Dokt w————-CFO pre-WE ! Debt
7.000 ' ‘ : : 25.0%

8,000

20.0%
§,000

15.0%
4,000
3,000

10.0%
2,000

5.0%
1,000

0.0%

Dac-14 Dec-15 Lec-16 Dec-17 LTM Mar-18

[1} CFO Pre-W/C is defined as cash flow from operations excluding changes in working capital

[2] LT Mar-2018 CFO Pre-WC has been reduced by approximately $100 milllan of cash used fer collateral posting, and does not include approximately $115 miltion of proceeds fram
Interest rate hedges being used to offset fuel costs. Absent these fmpacts, the ratio of CFO pre-WC to debt would be above 20%.

Source: Moody's Financial Metrics
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Credit strengths
» Decision to abandon new nuclear project eliminates open ended construction and execution risk
» Toshiba guarantee funds and tax deductions help to lower the cost of abandonment

» Financial metrics are currently strong

Credit challenges
» Elevated political and regulatory risk is outweighing the benefits from eliminating construction risk
» Temporary rate reduction will materially weaken financial metrics

» Uncertainty surrounding permanent rates and potential merger with Dominion

Rating outlook

The rating outlook is negative, reflecting the contenticus and uncertain political and regulatory environment in which the company

is operating. The ratings could move downward if there is a further deterioration of the legislative and regulatory compact, or if the
impact on SCE&G's credit profile is more severe than we anticipate For example if we expect the utility waould not be able to maintain
a ratio of CFO pre-WC to debt that is at least around 13%.

Factors that could lead to an upgrade
» The rating outlook is negative, as such, the ratings are not likely to move upward over the next 12-18 months

» The outlook could be returned to stable if the open docket at the SCPSC results in & rate plan that will support stable and
oredictable cash flow metrics, including a ratio of CFO pre-WC to debt of at least 13%

» Comptetion of the proposed merger with Dominion could alsa cause the outlook to be revised to stable

Factors that could {ead to a downgrade

» If there were to be additional legislative efforts to dictate the SCPSC's actions or interfere with its ability to ultimately establish
electri¢ rates that are far and reasonable

» If SCE&G is ordered to refund amounts collected under the BLRA prior to April 1, 2018, particularly without the benefit of a larger,
better capitalized partner

» If rates established by the SCPSC do not permit SCE&G to maintair a ratio of CFO pre-WC to debt that is at [east around 13%

» If the company's bquidity becomes constrained due for exameple to an Inability to draw on its credit lines, or issue additional debt,
there could be downward movement in the ratings

Key indicators

Exhibit 2
South Carolina Electric & Gas Company Indicators[1][2] )

Dec-14 Dac-15 Dec-16 . Dec-17 LTM Mar-18
CFO pre-WC + IAterest / Interest . 4.5x - 4,0x 4.9 §.2x } 4.6x
CFO pre-WC / Debt 16.9% 15.3% 18,6% 22.3% 19.5%
CFO pre-WC ~ Dividends / Debt 11.8% _ 9.9% 13.7% 16.5% 13.6%
Debt / Capitalization 44.0% 43.5% 45.4% 47.4% . 47.0%

[1] All ratios are based on 'Adjusted financlal data and Incorporate Moady's Giobal Standard Adjustments for Non-financial Carparations,

[2! LT™ Mar-2018 CFO Pre-WC has been reduced by approximately $100 million of cash used for collateral posting, and does not include approximately $115 milllan of proceeds from
interest rate hedges being used to affset fuel costs.

Source: Moody's Financlal Metrics
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Profile

South Caratina Electric & Gas Company (SCE&C, Baa3 negative), the largest operating company of SCANA Corporation (SCANA, Ba?
negative), ts a vertically integrated eiectric and gas distrigution util.ty operating within South Carolina, and regulated by the South
Carolina Public Service Commission (SCPSC}. South Carolina Fuel Company (SCFC, not rated) 1s a SCE&G subsidiary that buys nuclear
and fossil fuel as well as emission credits for SCE&C.

SCE&G jointly owns Unit 1 of the nearly 1,000 MW operating ¥V C Surmmer nuclear plant with the South Caroiina Pubuc Service
Authority (Santee Cooper, A1 review for downgrade), a state owned utility. The comparies also partnered on the construction of the
now abandened Units 2 and 3, with SCE&G having a 55% stake in the attempted 2,200 MW new nuclear development.

Detailed credit considerations

The decision to abandon nuclear construction resulted in extreme political and regulatory risk

SCE&G's July 2017 decision to cease construction of V.C. Summer Units 2 and 3, and 1o seek recovery of its nuclear cevelopment
costs in accordance with the state's BLRA, evoked outrage and activism on the part of consumers, lawmakers and major intervenors
throughout the state of South Carolina. As a result, what we historicaliy viewed as one of the most credit supportive political and
regulatory environments in the country, became one of the most challenged and uncertain

The new nuclear units were being constructed in accordance with the state's credit supportive BLRA, which included an up-front
determination of prudence of budgeted costs and annuat adjustments to rates that provided a return on invested capital. The BLRA
alsa clearly established the utility's right to recover its prudently incurred nuclear development caosts in the event of abandonment.
The abandonment decision, however, as well as the parameters for recovery, are subject to a determination of prudence by the SCPSC.
In response to initial concerns raised by law makers last summer, the company withdrew its initial request for a determination of
prudence and recovery {which by law would have been required to be decided in six months) to allow all interested parties time to
understand the decision to abandon and to potentially agree upon a means to move forward.

In the months that fgliowed, the political and regulatory risks to the project intensified dramatically Committees were formed in both
the SC rlouse and Senate, with each proposing various pieces of legislation that essentially sought to undo the recovery provisions of
the BLRA, and to potentiaily reconstitute the SCPSC. The law makers proposals we-e generally intended to stop SCE&G from collecting
any revenue associated with the failed nuclear project, and to potentially refund past collections, The Office of Regulatory Staff (ORS),
also requested the SCPSC order an immediate suspension of all rates SCE&G is collecting under the BLRA,

The legislative efforts were not stemmed by the more credit supportive proposals put forth first by SCE&G, and then by SCE&G and
Dominion Energy. Inc. (Dominion} in conjunction with the proposec merger, Both the SCE&G and SCE&C/Dominion plans would
reduce rates to ctistomers and provide altemative generation at no additional cost. The Dominion proposal would also provide refunds;
however both plans continue to rely on the credit positive recovery pravisions provided in the BLRA.

In january 2018, SCEB.G refiled with the SCPSC for a determinabion of prudence of its abandonment decision and the approval of rates
to be established in conjunction with the potential merger with Dominion, or an alternative plan if the merger does not go through
The SCPSC combined this request with the request of the ORS for an immediate suspension of BLRA rates, which should aliow for a
normal rate proceeding with testimony and hearings to determine appropriate rate treatment for the nuclear investment, We viewed
this development as credit positive.
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The 2078 South Carolina legislative session concluded in May without a consensus armong the House and Senate on conflicting

bit's seeking to reduce electric rates in the range of 13-18% However, a conference committee was able to conform two pieces of
legislation, H4375 and $954, that were passed during a special session of the General Assembly at the end of June. Among other
things, the bil's call for a temporary approximate 14 8% reduction in SCE&G's electric revenue The H4375 also seeks to define the
terms prudence and imprudence in ways that are intended to make it more difficult for the SPSC to determine SCE&G's decision to
abandon nuclear construction was prudent. The bills became law in early July, with the General Assembly overriding the Governor's
promised veto of the House bill {due to rts inclusion of a rate reduction that was less than a full 18% rotlback of BLRA rates) Passage of
these laws are the most recent examples of an environment that is markedly different from the supportive treatment historically given
the utility through the normal regulatory process, and previously under the BLRA.

L - ______________- .- ... .. o
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Importantly, the new laws clearly acknowledge permanent rate making authority remains with the SCPSC, a credit positive. In addition,
although the time for a decision has been extended from the normal statutory requirement of six menths post filing, the law now
requires a decision in the current proceeding by December 21, 2078; this should allow for a rational process and limits the time for
additional uncertainty. However, we believe the politically charged environment that mandated the temporary rate cuts wiil weigh
heavily on the SCPSC as it looks to implernent permanent that are fair and reasonable.

Tax deductions have been supporting credit metrics - but significant declines are expected

SCE&G initially estimated its abandonment decision would provide an approximate $1.5 billion (now likely closer to $1.3 billien) of tax
deductions on top of the amounts currently taken {about 50.5 billion) for the research and experimentation deduction discussed balow
This will continue to enhance cash flow over the next few years, providing some offset to likely rate declines.

In September 2016, SCE&G filed with the Internal Revenue Service for an aliowed deduction for research and experimentation costs
relating to its new nuclear development project. The utility received a tax refund in 2016, and was going to pay lower taxes in 2017 and
2018 even prior to the abandonment deduction. As a result of the abandonment, SCE&G is receiving additional near term tax refunds,
and will not likely be required to pay taxes until about 2021

Due in part to these tax benefits, the utility has been generating strong credit metrics, and absent a rate reduction, would be able to
continue to generate CFO pre-WC to debt metncs in the high teens. A rate reduction along the lines of the newly legislated 14.8%, if
upheld and made permanent, would move this metric to the low teens, In the current political environment, we think the SCPSC wili
be pressured to set rates as iow as possible and may look to delay or deny recovery of abandonment costs. However, we believe it is
unlikely revenues would be authorized at a level that is lower than those produced by the temporary rates

The abandonment solution proposed by SCE&G in November would enable the company to maintain CFO pre-WC to debt metrics
above 15%. Similarly, we estimate the proposed Dominian merger rate plan would enable the utility to generate CFO pre-WC to debt
ratios in the mid-teens Rate plans along the lines of these alternatives seemn less likely in the current environment, but if implemented,
could stabilize or even potentially put upward pressure on the ratings

SCE&G's credit quality 1s also supported by SCANA's decision to cut its dividend by 80%, representing the pertion associated with its
electric operations The reduction will conserve liquidity that could potentially be used for debt reduction, and is expected to allow the
utility to maintam a ratio of CFO pre-WC less dividends to debt above 10%.

Decision to abandon nuclear construction eliminated open ended construction and execution risk

On July 31, 2017 SCE&GC and its 45% state owned utility partner, the South Carolina Public Service Authority (Santee Cooper).
announced their decision to end the construction of two new nuclear urits at the V C. Summer station. We initially viewed the decision
as credit positive as the companies would no ionger be subject to the construction and execution risk of building a disproportionately
large and complex project without the benefit of a fixed price contract

The decision to abandon followed months of detatled analysis to determine a realistic timeframe and cost for completing the project
in the wake of the March 2017 bankruptcy filing of its contractor, Westinghouse Electric Company, LLC (Westinghouse, unrated). The
partners concluded the plants would not be able to be completed before the then existing January 1, 2021 deadiine for the receipt

of production tax credits, and that the cost to complete was prohibrtive. The analysis also considered changes in the utilities load
forecasts and alternative lower cost options.
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The annauncement came on the heels of SCE&G's agreement with Westinghouse's parent, Toshiba Corporation, regarding the amount
and terms under which it would make payments due under its construction guarantee. Under the agreement, the V,C, Summer partners
were promised approxirnately $2.2 bitlion from Toshiba (about $3.2 bilion for SCE&G's 55% share) over a maximum of five years, with
the potential for earlier payments in conjunction with the planned liquidation of Westinghouse, The agreement clarified the amounts
owed to the project partners, and provided certainty with respect to Toshiba's ebligation to pay. In September 2017, SCE&G removed
all remaining risk of payment by monetizing the value of the future payments via a sale to Citibank, N.A for about 92% of wts value.

The financial impact of the abandonment was offset to some degree by the Toshiba guarantee funds and SCE&G's ability to take a tax
deduction for the full basis of its nuclear investment. Assurming the Toshiba guarantee is applied toward reducing rate base, SCE&G
originally estimated the combination of the guaraniee and tax deductions could essentially reduce the net amount of abandoned rate
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base to be recovered to about $2.2 billion (this net amount will now be somewhat higher as a result of federal tax reform and the
resulting lower corporate tax rate). Through Decermnber 2017, SCE&G has taken impairment charges of $490 million, representing $15
biltion of capital costs not in rates reduced by $1.01 biliion of proceeds from the Toshiba guarantee (around $302 million after tax).
against this investment, The company has also taken an addizionat $628 million (about $388 mullion after tax} of impairments relating
to previously deducted expenses and planned generation purchases These write-cowns are consistent with the rate solution SCE&G
proposed in Novemnber 2077, in January 2018, the cornpany requested the SCPSC authorize this olan as an alternative in the event the
proposed merger with Dominion does not go forward,

Liquidity analysis

Oue to the large spend for its nuctear program, SCE&G's bquidity has historically been below average. For the twelve months ended
March 31, 2018 , SCE&G generated approximately $746 mitlion of cash from operations (CFO), tnvested about $805 million in capital
expenditures and up streamed $322 million in dividend payments, resulting in negative free cash flow (FCF) of about $380 million.

For FY 2017, SCE&G generated approximately $1.0 billion of CFQ, invested approximately $928 million in capitai expenditures and up
streamed $319 million in dividend payments to parent SCANA, resulting in negative FCF of approximately $240 milion. Shortfalls have
been funded via a combination of long and short term debt proceeds along with equity contributions from SCANA. Going forward, we
expect capital expenditures to be reduced to about $500 million per year, and that dividends will be significantly lower. As a result, we
anticipate the utility will become free cash flow positive,

As of March 31, 2018, the utility had $1 4 bilion of borrowing capacity under its consolidated lines of eredit including $500 million at
South Carolina Fuel Comparny (guaranteed by SCE&G) that can only be utilized for fuel, and $900 million at SCE8G. As of March 31,
2018, on a consolidated basis SCERG and South Carolina Fuel Comparny had about $146 million of commercial paper outstanding and
a $100 million drawn on its sevolving credit facility for cellateral posting with a natural gas supgplier.

The credit facility has a single financial covenant requiring that SCE&G maintain a consclidated debt to capitalization ratio of no mare
than 70%. As of March 31, 2018, SCE&C was in compliance with its financial covenant and we estimate the debt to capitalization
ratio to be about 53%. The facility alse requires a representation that there has not been a material adverse change (MAC) for new
borrowings. During the first quarter of 2018, SCE&G was able to draw on its credit facility for collateral posting which would have
required representing to its barks that its nuclear project abandonment is not a material adverse change The MAC requirement is
negative for credit as it may preclude borrowing under the facility when it 1s needed most, SCE&G's next long term debt maturity fs
$550 rillion of first mortgage bonds due in Novernber of 2018

)

23 july 2018 Sowth Carolina Electric & Gas Company Updata following rating confirmatlon
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Rating methodology and scorecard factors
The scores for Factor 1 and Factor 2 have each been revised downward to reflect a more uncertain, less credit supportive, pelitical and
regulatory environment.

Exhibit 3

Rating Factors - o -
South Carclina Electric & Gas Company
Regulated Electric and Gas Utilities Industry Grid [1]{2] Current Moody's 1218 Month

LTM 3/31/2018 Forward View
As of Date Published [3]
Factor 1 : Regutatory Framework (25%) Measure Score Measure Score
a) Legislative and Judiclal Underpinnings of the Regulatory Framewark Baa Baa Baa Baa
by Gonsistency and Predictablity of Regulation Ba Ba Ba Ba
Factor 2 : Ability to Recover Costs and Earn Returns (25%)

a) Timeliness of Recavery of Operaling and Capltal Costs Baa Baa Baa Baa
by Sufficlency of Rates and Returns Ba Ba Ba Ba

Factor 3 ; Diversification (10%)
a) Market Positlon Baa Baa Baa Baa
b) Generation and Fuel Diversity Ba Ba Ba Ba

Factor 4 : Financlal Strength {40%) N
a) CFO pre-WGC + Interast / Interest (3 Year Avg) 4.6x A 3.4x - 3,8x Baa
b} CFO pre-WC / Debt (3 Year Avg) - - T T TTTH80% | Baa 11%-15%  Baa
) CFO pre-WC - Dividends / Debt (3 Year Avg) 12.7% Baa 7% - 11% Baa
d} Debt / Capitalization (3 Year Avg) 45.7% Baa 56% - 60% Ba

Rating:
Grid-indicated Rating Before Notching Adjustment Baal3 Baa3
HoldCo Structural Subordination Notching B . 0 0 0
&) Indlcated Ratlag from Grid Baa3 Baal
b) Actual Rating Assigned Baal Baa3

[1] All ratlos are based on ‘Adjusted financial data and Incorporate Moody's CGlobal Standard Adjustments for Non-Financial Corporations.

[2] As of 3/31/2018

[3] This represents Moody's farward view; not the view of the Issuer; and unless noted in the text, does not Incorporate significant acquisitions and divestitures,
Source; Moody's Financial Metrics

I R AT 5P ot Y M ST
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Exhibit 4
Peer comparison table
Ao Carpling Hlacire K G Campumy Only Frergy Carmirna, 1C Ghneyla Pawsr Campipy Miushdpos Pawd Sormpamy
- a3 ogerrem AL Hele 23 Mmgniires Bal Fosstree

Lo L3 L La1d EYE AT ~r - LT g T ma
[in U3 rlens). [ gredl. Ay ook On:3? Mhes:18 el o w17 Marag Dae-24 Lo LY Mt AR
Ravenur = - 2585 30 3053 7321 2302 T 2323 - - 8310 8,439 3,163 1187 1.7
CFQ PrWfC LAZ5 1A4T ~ + 1,439 3,630 3,703 3,719 3,544 - 4 3,762 74 2,689 -2.857
Tatal Dabl 5,117 5515 - - 5,504 Eﬂl 10.463 10,935 11,500 ol 12,334 11,808 3,142 2,163 2,153
O pre-WC / Deby 1RGX 12.1% 19 5% 20 6% 4.6% 23,4% IL1% -+ pei), ] 1% SRIN A1%
CFO pre-Wi~ Quuidends / et 1% 16.5% ~ 138K [.] 18.6% l 12,08 [X:] TEH  — 105% 1% “B1% 414
Debt/ Caphakeatian 45.4% 424% 470 36.4% 41 6% A2.6% 39.7% A5.0% ~3LT% 46.7% 61.5% 51,58

[1] All figures & ratios calculated using Moody's estimates & standard adjustments. FYE = Financial Year-End. LTM = Last Twelve Months. RUR* = Ratings under Review, where UPG = for

upgrade and DNG = for downgrade
Source: Moody's Financial Metrics

Exhiblt 5
Cash flow and credit metrics }
CF Metrics Dac-14 Dec-15 Dec-16 Dec-17 LTM Mar-13
As Adjusted
FFO 972 787 1,048 492 553
+/- Other (116) 17 50 736 519
’ﬁCEde?r;W? ST e o ’ E-S-g ) - '804 o rﬂg-_ - -1,22é T ‘_EEZ_
+f- AWC {219) 270 {225) (214} [318)
CFO 637 1,074 913 1,014 754
- Div 260 285 30 319 322
- Capex 930 1,004 1,390 936 813
FCF (553) T215) (778) (241) {281}
{CFO Pre-w/C)/ Debt 16.9% 15.3% 18.6% 22.3% 19.5%
{CFO Pre-W/C - Dividends} / Debt 11.8% 9.9% 13.7% 16.5% 13.6%
FFO / Debt 15.2% 14.9% 17.1% 8.9% 10.0%
RCF / Debt T Tiaaw 9.5% 122% A% a2%

All figures and ratios are calovlated using Moody's estimates and standard adjustments, Perlods are Financlal Year-End unless indicated,

Source: Moody's Finarcial Metrics
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Ratings
Exhibit 6 . -
Category Moody's Rating
S50UTH CAROLINA ELECTRIC & GAS COMPANY
Outlook Negative
Issuer Rating Baa3
Senior Secured Shelf {F)Baal
Sr Unsec Bank Credit Facility Baa3
_ Commergial Paper P-3
PARENT: SCANA CORPORATION
Qutlook Negative
Issuer Rating Bal
Sr Unsec Bank Cradit Facility Bat
Senior Unsecured Bal
Commercial Paper _ NP
SOUTH CARDLINA FUEL COMPANY INC,
Bkd Sr Unsec Bank Credit Facility Baa3
Bkd Commercial Paper P-3

Source: Moady's investars Service

Exhibit No. ___ (EL-2)
Page 9 of 10
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S INVESTORS SERVIC s : RASTRUCTURE AND PROJECT FINANCE

© 2018 Moody's Corparation, Moody's Investars Service, inc,, Moody's Amalytics, Inc. and/or their licensors and affiliates (colisctively, "MODDY'S*). All rights reserved.

CREDIT RATINGS 1SSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (*MI5™) ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK GF ENTITES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. AND MOOGY'S PUBLICATIONS MAY INCLUDE MOQDY'S CURRENT OPINIONS QF THE
RELATIVE BITURE CREDIT BISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY

MAY NOT MEET iTS CONTRACTUAL, FINANCIAL OBLIGATSONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS I THE LVENT OF DEFAUL). CRED[T RATINGS
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SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTGR, MOGDY'S 1SSUES ITS CREDIT RATINGS AND PUBLISHES MOQOY'S PUBLICATIONS WITH THE EXPECTATION
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To the extent permitted by law, MGODV'S and its directors, officers, employees, agents, representatives, licensars and suppliers disclaim liability to any person o entity for any
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Floddy's Investors Serice, Inc, a wholly-owned credit rating agency subsidiary of Moody's Cerporatian (*MCO™}, hereby dhiclases thag most |,;s;.'|ets of debt securlties (incuding
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Moody's Rating Methodology and Scorecard Factors*

Factor 1: Regulatory Framework
a. Legislative and Judicial Underpinnings of the
Regulatory Framework
b. Consistency and Predictability of Regulation
Factor 2: Ability to Recover Costs and Earn Returns
a. Timeliness of Recovery of Operating and Capital
Costs
b. Sufficiency of Rates and Returns
Factor 3: Diversification
a. Market Position
b. Generation and Fuel Diversity

Factor 4: Financial Strength
a. CFO pre-WC/ Interest
b. CFO pre-WC/Debt
¢. (CFO pre-WC less Dividends) / Debt
d. Debt % of Total Capital

* Source: Moody's Credit Opinion, South Carolina Electric & Gas, July 23, 2018

LTM - Latest twelve months

Weighting

Exhibit No. __ (EL-3)
Page 1 of 1

25% SCE&G Score
Baa
Ba
25%
Baa
Ba
10%
Baa
Ba
LTM Moody's
3/31/18 Forecast Case
40%
A Baa
Baa Baa
Baa Baa
Baa . Ba
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FitchRatings

Fitch Downgrades SCANA to 'BB/SCE&G to 'BB+', Maintains Rating Watch Evolving

Fitch Ratings-New York-08 August 2018 Fitch Ratings has downgraded the long-term Issuer Default Ratings
(IDRs) of South Carolina Electric and Gas Co (SCE&G) and its parent SCANA Corp. (SCANA) by one notch to
‘BB+' and 'BB', respectively. Fitch also downgraded the ratings of Public Service Company of North Carolina
{PSNC) by one notch, to '‘BB+', given the rating linkage with its parent, SCANA, Concurrently, the short-term IDRs
of SCE&G and PSNC were downgraded to 'B' from 'F3' while the short-term IDR of SCANA was maintained at ‘B,
The downgrades follow the absence of injunctive relief blocking the recently enacted 14.8% electric rate cut. While
the company is likely to appeal the Aug. 6, 2018 order from the .S District Court, the rate cut will be implemented
with SCE&G's August billing cycle which began on Aug. 7, 2018 As such. SCE&G will collect 14.8% less electric
revenue oh an engoing basis until the South Carolina Public Service Commission (PSC) issues an order in a multi-
docketed proceeding, which Is expected by Dec. 21, 2018 Additionally, SCE&G will credit customers on the August
bills for the rate cut retroactive to Aprit 1, 2018. The rate cut was ordered by the PSC to comply with Act 258, which
resulted from the passage of HB4375. As per the legislation, the new rate is considered an "experimental rate” until
the PSC issues a final order

if allowed to stand, Fitch considers the magnitude of the cut to be detrimental o SCE&G's and SCG's credit
metrics, even after consideration of SCG's 80% reduction of the common dividend. Despite the legislature's
characterization of the new rate as "“temporary,” Fitch is concerned that the expected December order could be of
the same magnitude. If the PSC issues an order in December 2018 with a permanent cut of a similar magnitude,
additional downgrades may be warranted. If the 14.8% rate cut were to ba permanent, Fitch expects SCG's Total
Adjusted Debt/EBITDAR to average around 6x over the next three years and SCE&G's to average around 5.7X,
both above Fitch's previously stated downgrade thresholds of § 5x and 5.0x, respectively.

Fitch also notes important changes to South Carolina utility regutation contained in HB4375 that could result in the
continuation of SCG's adversarial regulatory relationship. Fitch acknowledges the existence of additional state and
federal investigations into various aspects of the terminated nuclear project. but believes that af this time none have
reached a leve! to have rating implications.

Fitch's Rating Watch Evolving also considers the potential positive implications of the proposed merger between
SCG and Dominion Energy (DEI, BBB+/Stable). If the merger were to be consummated as originally envisioned,
Fitch expects a stabihization of SCG's and SCE&G's credit metrics, albeit at a lower level, if the 14.8% rate cut is
upheld. Given the animosity exhibited by the interventionist state legislature, it is not clear if there wilf be support of
DEl's proposed regulatory solution. An order is expected in DEI's proposal by Dec. 21, 2018 as part of the
aforermentioned multi-docketed proceeding SCG shareholders approved the merger on the DEI merger on July 31,
2018.
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KEY RATING DRIVERS

Adverse Regulatory Environment: The ratings reflect the sharp deterioration in the legislative and regulatery
environment in South Carolina since abandonment of the new nuclear project in July 2016 In addition to HB4375's
legislatively mandated 14.8% rate cut, changes to definitions and statutory components of the state's utility
regulation are likely to resuit in diminished regulatery support, in Fitch's opinion. Among such itemns are an
expansive definition of prudence, removal of the mandate that the Office or Regulatery Staff (ORS) must consider
preservation of a utllity's financial integrity, and granting the ORS subpoena powers. A second bill (SB954) passed
by the Legislature orders the PSC to deviate from the statutory six-month limit on rate proceedings and prohibits an
order in the multi-docketed proceeding before Nov. 1, 2018. SCG has filed a lawsuit in federal court alleging that
HB4375 and SB954 constitute an unlawful taking of private property and viclate due process, among other issues,
The company failed to garner injunctive relief to stay the immediate implementation of the two laws and the
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accompanying rate cut

Financial Policy and Capital Structure. Management's financial policy, including targeted leverage and allocation of
capital, will be key rating drivers going forward. The company recently cut ifs dividend by 80%, preserving
approximately $275 million in cash annually. Nonetheless, if the recently ordered 14 8% rate reduchon where to be
made permanent, there would be a significant effect on SCG and SCE&G's credit metrics Fitch expects SCG's total
adjusted debVEBITDAR to average around 6.0x over the next three years and SCE&G's to average around 5.7x,
both above Fitch's previously stated downgrade thresho!ds of 5.5x and 5.0x, respectively.

Acquisition by DEI: The acquisition by DEl, as currently proposed, would enhance SCG's credit quality as it would
bring SCG into the fold of a larger and better capitalized entity. If the merger were to be consummated as originally
envisioned, Fitch expects a stabilization of SCG's and SCE&G's credit metrics and would consider an upgrade. An
order 1s expected in DEl's proposal by Dec. 21, 2018 as part of the aforementioned multi-docketed proceeding.
SCG shareholders approved the merger with the DE| on July 31, 2018.

Parent/Subsidiary Rating Linkage. Fitch focuses on operational ties between SCG, SCE&G and PSNC in assessing
the rating inkage between them, in accordance with its criteria for subsidiaries with stronger credit profiles than
their parents. Fitch assesses the operational ties as strong given the shared management and centralized treasury
operations. In addition, SCE&G generates the majority of SCG's eamings while PSNC relies on equity infusions
from SCG to implement its expansion program. As a result, Fitch currently rates SCE&G and PSNC one-notch
above SCG.

DERIVATION SUMMARY

SCG, as a stand-alone entity with the current nuclear recovery uncertainty, is weakly positioned compared with
IPALCO Enterprises, Inc.'s (BB+/Positive}, given the more constructive and predictable regufatory environment of
IPALCO's subsidiary, Indianapolis Power and Light Company (BBB-/Positive). IPALCO's greater earnings and cash
flow visibility more than offset its higher proportion of parent-level debt. Historically, SCG has had a slightly more
favorable business profile as compared to DPL, Inc. (BB/Positive) given SCG's predominant regulated operations.
However, DPL is in the process of divesting the generation assets owned by AES Ohio Generation LLC, a non-
regulated subsidiary. Additionally, Ohio's regulatory construct, while still in transition, is more constructive than what
is playing out in South Carolina. In addition, Ohio regulators continue to demonstrate a willingness to take actions to
protect the financial integrity of its utilities.

SCE&G is a vertically integrated regulated utility company operating exclusively in South Carolina, SCE&G's credit
profile is constrained by the heightened regulatory and legislative risk related to the abandonment of its nuclear
expansion project SCE&G has a smaller scale and balance sheet than Georgia Power Company (A-/Negative),
which undertook similar new nuclear construction risk. SCE&G and Dayton Power & Light Company (DP&L)
(BBB-/Positive) both operate regulated assets with evolving regulatory constructs

KEY ASSUMPTIONS

SCG and SCE&G

--14.8% rate reduction through the forecast period attributable to costs currently being collected for VC Summer
Nuclear;

~Additional new nuclear development (NND) impairment of $1.67 billion;

--Columbia Energy Center recoverad through rates in 2021;

--Reduction of the $2.45 annual dividend by 80% ($344 million ta $70 million)

PSNC

—~Volume growth around 2 0% in the intermedtate term;
--Approximately $700 million of capex through 2020,

-Eqguity advances to maintain 40/60 debVequity capital structure

https:tharww fitchratings.com/slte/pr/10040895 2/6
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8CG

Developments that May, Individually or Collectively, Lead to Positive Rating Action

The ratings could be upgraded if the merger into DEI closes as proposed and the issues surrounding the
abandoned nuclear plants are resolved in a credit supportive manner. Ratings could be upgraded if recovery
mechanisms for the stranded nuclear assets and management's financial policy result in SCG's adjusted
debt/EBITDAR stabilizing at/or below 4.5x.

Devalopments that May, Individually or Collectively, Lead to Negative Rating Action

~The merger with DE! fails to close;

—Availability under committed liquidity facilities and anticipated internally generated cash flows failing short of
expected obligations due in the next 12 months-18 months;

—Unfavorable terms for the recovery of stranded costs and/or material unrecoverable costs,

—Adjusted debt/EBITDAR consistently and materially exceeding 5 5x;

—Ring-fencing provisions that restrict cash inflows from SCE&G to SCG.

SCE&G

Developments that May, Individually or Collectively, Lead to Positive Rating Action

The ratings could be upgraded if the merger into DEI and resolution of new nuclear issues result in SCE&G's
adjusted deb¥/EBITDAR stabilizing around 3.5x-4.0x.

Developments that May, Individually or Collectively, Lead to Negative Rating Action

Future developments that may. individually or collectively, lead to a negative rating action include:

—The rnerger with DE! fails to close;

--Availability under committed liquidity facilittes and anticipated internally generated cash flows falling short of
expected obligations due in the next 12 months-18 montns.

—Unfavorable terms for the recovery of stranded costs, and/or material unrecoverable costs;

--Continued deterioration in the regulatory and legislative environment in South Carolina;

--Adjusted debt/EBITDAR consistently and materially exceeding 5.0x

PSNC

Developments that May, Individually or Collectively, Lead to Positive Rating Action

Positive rating action is predicated upon a rating upgrade of SCG given PSNC's rating linkage with its parent. Fitch
could widen the rating differential between the IDRs of PSNC and SCG if strong ring-fencing provisions were
enacted,

Developments that May, Individually or Collectively, Lead to Negative Rating Action

—Given the strength of the credit metrics for the current ratings, a downgrade of parent SCG below the current "BB+'
represants the greatest likelihood of a PSNC downgrade. While less likely given the headroom, a downgrade could
also occur if adiusted debt/EBITDAR exceeds 5.5x on a sustained basis.

LIQUIDITY

As of June 30, 2018, SCG had about $337.6 millicn available under its $400 million five-year credit agreement
(expiring in December 2020) while SCE&G (inclusive of South Carolina Fuel Co 's facilities) had $842.2 million
available under $1.4 billion of consolidated committed credit agreements {$1.2 billion maturing in December 2020
and $200 million maturing in Decamber 2018). PSNC had about $169 1 million available under its $200 million
credit agreement, Additionally, SCG held $238 million cash and cash equivalents as of June 30, 2018, of which
$222 million was at SCE&G. As of June 30, 2018, outstanding CP balances are as follows: SCG--$29 million,
SCE&G-$457.5 million, and PSNC--$30 9 million SCE&G has two first mortgage bond maturities in November
2018 totalling $550 million Not giving effect to potential refinancing or retirement of the Novernber maturities as of
Dec. 31, 2017, the company has the ability to issue approximately $1 billion in additional mortgage debt. if SCE&G
is not able to refinance the bonds in the corporate market, Fitch expects the company to be able to access its credit

hitps. fAwww.Mchratings.comvsitelpri1 0040895 s
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FULL LIST OF RATING ACTIONS

Fitch has downgraded the following ratings and rmaintained the Rating Watch Evolving’

SCANA Corporation
—Long-term IDR to 'BB’ from 'BB+',
—Senior unsecured debt to 'BB'TRR4’ from 'BB+;

South Carolina Electric & Gas Co.

~Long-term IDR to 'BB+ from 'BBB-;

--First mortgage bonds to 'BBBTRR1T' from 'BBB+";
--Senior unsecured debt to 'BBB-/RR2’ from 'BEB"
--Short-term IDR to 'B’ from 'F3';

~Commercial paper to ‘B’ from 'F3',

Public Service Company of North Carolina, Inc.
~Long-term IDR to 'BB+* from 'BBB-";

--Senior unsecured debt lo 'BBB-TRR2 from 'BBB';
—Short-term IDR to 'B’ from 'F3";

--Commercial paper to 'B' from 'F3"

South Carolina Fuel Company
~-Commercial paper to 'B' from ‘F3',

Fitch has maintained the following ratings on Rating Watch Evolving:

SCANA Corporation
--Short-term 10R of 'B;
--Commercial paper of 'B'.

Contact:

Primary Analyst
Barbara Chapman, CFA
Senior Director
+1-646-582-4886

Fitch Ratings, tnc.

33 Whitehall Street
New York, NY 10004

Secondary Analyst
Shalini Mahajan, CFA
Managing Direclor
+1-212-908-0351

Committee Chairperson
Philip Zahn, CFA
Senior Director
+1-312-606-2336

Summary of Financial Statement Adjustments - No financial statement adjustments were made that were material

to the rating rationale outlined above

Media Relations. Sandrc Scenga, New York, Tel +1 212 908 0278, Email: sandro scenga@fitchratings.com

https:/Awww ftchratings.com/fsite/pr/10040895
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Additiona! information is available on www fitchratings com

Applicable Criteria

Corporate Rating Criteria {pub. 23 Mar 2018) (https:/Awww.fitchratings.comy/site/re/10023785)
Corporates Notching and Recovery Ratings Criteria {pub. 23 Mar 2018)

(hitps:/fwww fitchratings.com/site/re/10024585)

Parent and Subsidiary Rating Linkage (pub 16 Jul 2018) (hitps:/iwww.fitchratings.com/site/re/10036366)

Additional Disclosures

Dodd-Frank Rating Information Disciosure Form (https://iwww fitchratings.com/site/dodd-frank-disclosure/T0040895)
Solicitation Status (hitps./Awvww fitchratings.com/site/pr/10040895#solicitation)

Endorsement Policy (https:/fwww.fitchratings.com/reguiatory)

ALL PITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS/AMWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE
AVAILABLE FROM THIS SITE AT ALL TIMES FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS
OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES
ARE ALSO AVAILABLE FROM THE CCDE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND
SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT

HTTPS/MWW FITCHRATINGS.COM/SITE/REGULATORY, FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD FARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN
BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd and its subsidiaries. 33 Whitehall Street, NY, NY 10004
Telephone 1-800-753-4824, (212) 908-0500. Fax: {212) 480-4435. Reproduction or retransmission in whole or in
part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and in making
other reports (including forecast informatton), Fitch relies on factual information it receives from issuers and
underwriters and from other sources Filch betieves to be credible. Fitch conducts a reasonable investigation of the
factual information relied upon by it in accordanca with its ratings methodology, and obtains reasonable verification
of that information from independent sources, to the extent such sources are available for a given secunty orin a
given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party verification it cbtains
will vary depending on the nature of the rated security and its issuer, the requirements and prachces in the
jurisdiction in which the rated security is offered and sold and/or the issuer is located. the availability and nature of
relevant public information. access to the management of the issuer and its advisers, the avallability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineering reports, legal opimons and other reports provided by third parties, the availability of independent and
competent third- party verification sources with respect to the particular security or in the particular jurisdiction of the
issuer, and a variety of otner factors. Users of Fitch's ratings and reports should understand that neither an
enhanced factual investigation nor any thitd-party verification can ensure that all of the information Fitch relies on in
connection with a rating ¢r a report will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, Including independent
auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings
and forecasts of financial and other information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannct be verified as facts. As a result, despite any verification
of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the
time a rating or forecast was issued or affirmed.

The information in this report is provided "as 15" without any representation or warranty of any kind, and Fitch does
not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the
report. A Fitch rating is an opinion as to the creditworthiness of a security, This opinion and reports made by Fitch
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are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore,
ratings and reports are the collective work product of Fitch and ne individual, or group of individuals, is soiely
rasponsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports
have shared authership Individuals identified in a Fitch report were involved in, but are not solely responsible for,
the opinions stated therein. The individuals are named for contact purposes only A report providing a Fitch rating is
neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the
issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time
for any reason in the sole discretion of Fitch. Fitch does not provide investrment advice of any sort. Ratings are not a
recommendation to buy. sell, or hold any security. Ratings do not comment on the adequacy of market price, the
suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect
to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating
securities, Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per
issue. In certain cases, Fitch will rate all or a number of 1ssues issued by a particular issuer, or insured or
guaranteed by & particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US$1,500,600 (or the applicable currency equivaient). The assignment, pubtication, or dissemination
of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any
registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000
of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the reiative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to
print subscribers.

For Australia, New Zealand, Taiwan and Scuth Kerea only. Fitch Australia Pty Lid holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit rabngs to wholesale clieats only
Credit ratings information published by Fitch is not intended to be used by persons who are retall clients within the
meaning of the Corporations Act 2001

Fitch Ratings, Inc, is registered with the U S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Crganization (the "NRSRQ") While certain of the NRSRO's credit rating subsidiaries are listed on
Iltem 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https:/Awww.fitchratings. com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the
"non-NRSROs"} and therefore credit ratings issued by those subsidiartes are not issued on behalf of the NRSRO.
However, non-NRSRO personnel may participate in determming credit ratings issued by or on behalf of the
NRSRO.

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a related
third party. Any exceptions follow below

UNSOLICITED ISSUERS

Enlity/Security ISIN/CUSIP/COUPON RATE Rating Type Solicltation Status

South Carolina Fual Company USCP 4(2) 144A D - Short Term Rating Unscliclted

Fitch Updates T erms of Use & Prlvacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more
(https./fiwww.thefitchgroup.com/site/policies).

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated entities
within the EU for reguiatory purposes, pursuant to the terms of the EU Regulation with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (https:/www.fitchratings.com/regulatory) page. The
endorserment status of all International ratings is provided within the entity surnmary page for each rated entity and
in the transaction detail pages for all structured finance transactions on the Fitch website. These disclosures are
updated on a daily basis.

hitps/iwveaw fitchratings.com/site/pr/10040895 86

16 J0 €/ 9bed - 3-60g-210Z - OSdOS - WV £6:8 0€ 1990100 8102 - ONISSIO0¥Hd HO4 314300V



Exhibit No. ___ (EL-5)
] . Page 1 of 17
FitchRatings Corporates

Electnc-Corporafe / United States

South Carolina Electric & Gas Co.
Subsidiary of SCANA Corporation

Rating Type ' Rating ~ Outlook Last Rating Action 1
‘Lc;r:g;-‘rerm ID;?“* - N ‘ BBB: I Rail;;g Watch EV:JI‘vmg E{e;ting Walcr:n rvilamtainec; 03 July 2018 '
Short-Term IDR ST T R T T 77T T Rating Watch Maintained 03 July 2018
;Sen’ic;r. éecured o N ' a EBB+ i i ) R'a‘mng V;I;tch I.\'llainta;xed 53 :JE!y 2018
Ser{ior Uasecu;ed o BNBBE i : i Rating Watch Ma‘lnt;ained 03 '.'leul'y 2018_
CP ) F3 A Rating Watch Maintained 03 July 2018 ¢
Click here for ful list of ratings

Financial Summary

{USDm) Dec 2014 Dec 2015 Dac 2016 Dec 2017
Gross Revenue 3.091 2930 2,986 3.070
FFO Fixed-Charge Coverage (x) 4.9 4.5 5.0 4.4
FFO-Adjuste:d Leverag;e (%) 4.7 4.9 48 4 0
Operating EBITDAR 1,205 1,286 1392 1406
Cash Fiow fn:o.m Operations . 64.1~ 1,078 .922 1.008
Capital Intensity (Capew/Revenue) (%) ’ 02 344 469 302
Total :ﬂsijjusted Debt/Operating EBITDAR (x) ) ’ 42 4 1- -4 4 T 38
Total Adjusted Debt with Equity Credit T 5038 5.285 6101 5540
Source Fiteh Soluti;ls. ) ) ) ) ‘ - h J

Fitch Ratings maintained the issuer Default Rating (IDR) of South Caroiina Electric and Gas Co (SCE&G) on Rating
Walch Evolving on July 3, 2018, following South Carolina Legisiature’s enactment of HB 4375, Among other provisions,
the highly debated legistation orders the Scuth Carclina Pubtic Service Commission (PSC) to cut SCE&G's electric rates
by 14.8% retroactive to April 1, 2018 The legislative action was taken in response to SCE&G's decision on July 31, 2017
to halt construction of two new units at V.C. Summer Nuclear Station (Summer). Under HB 4375, the rate cut is
considered an “experimental rate” untii the PSC issues an order in a multi-docketed proceeding by Dec. 21, 2018. If
allowed to stand, Fitch considers the magnitude of the cut o be detrimental to SCE&G's credit metrics, even after
consideration of parent company, SCANA Corporation's {SCG), 80% reduction of the commoen dividend,

Fitch Is concerned that the expected December order could be of the same magnitude, despite the Legislature's
characterization of the new rate as "temporary " If so, we expect SCE&G's total adjusted debVEBITDAR to average
around 5.7x over the next three years, above Fitch's previously stated downgrade threshold of 5.0x. SCE&G has filed a
federal court challenge to the legislation and requested an injunction to stay. Absent prompt favorable legal intervention,
Fitch is likely to downgrade the ratings of SCE&G by one notch If the PSC issues an order in December 2018 with a
permanent cut of a similar magnitude, additionai downgrades may be warranted.

Key Rating Drivers

Adverse Regulatory Environment: The ratings reflect the sharp deterioration in the legislative and regulatory
environment in South Carclina since the abandonment of the new nuclear project in July 2016. in addition to HB 4375's

South Carolina Electric & Gas Co
July 16, 2018 1
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legislatively mandated 14 8% rate cut, changes to definitions and statutory components of the state’s utility regulation are
likely to result in diminished regulatory support, in Fitch's opinion. Among such items are an expansive definition of
prudence, removal of the mandate that the Office of Regulatory Staff (ORS) mus! consiler preservation of a utility's
financial integrity. and granting the ORS subpoena powers. A second bill {SB 954) passed by the Legislature orders the
PSC to deviate from the statutory six-month limit on rate proceedings and prohibits an order in the multi-docketed
proceeding before Nov 1, 2018. SCE&G has flied a lawsuit in federal court alleging that HE 4375 and SB 934 constitute
an unlawful taking of private property and violate due process, among other issues. The company has also requested an
Injunction to stay the immediate implementation of the two laws. A hearing is schedule on the injunction request for
July 30=31. 2018.

Financial Policy and Capital Structure: Management's financial poticy, including targeted leverage and allocation of
capital, will be key rating drivers. Parent SCG recently cut its dividend by 80%, preserving approximately $275 million in
cash annually Nonetheless, if the recently ordered 14 8% rate reduction were to be made permanent there will be a
significant effect on SCE&G's credit metrics, Fitch expects SCE&G to average around 5.7x. above Fitch's previously
stated downgrade threshald of 5.0x.

SCG Merger with DEl: The merger between Dcminion Energy, Inc. (DEI} and SCE&G's parent, SCG, as currently
proposed, would enhance SCG's credit quality, as it would bring SCG and its two utility subsidiaries info the fold of a
larger and better capitalized entity If the merger were to be consummated as originally envisioned, Fitch expects a
stabilization of SCE&AG's credit metrics and would consider an upgrade. An order is expected in DEI's proposal by
Dec. 21. 2018 as part of the aforementioned multi-docketed proceeding Absent any new develcpments, SCG
shareholders are scheduled to vote on the DEI merger on July 31, 2018,

Parent/Subsidiary Rating Linkage: Fitch focuses on operational ties between SCG, SCE&G and Public Service
Company of North Carolina (PSNC: BBB-Watch Evolving) In assessing the rating linkage between them, in accordance
with its criteria for subsidiaries with stronger credit profiles than their parents. Fitch assesses the operational ties as
strong given the shared management and centrafized treasury operations, In addition. SCE&G generates the majority of
SCG's earnings, while PSNC relies on equity infusions from SCG to implement its expansion program. As a result, Fitch
currently rates SCE&G and PSNC one notch above SCG

Rating Derivation Relative to Peers

Rating Derivation Versus Peers

Peer Comparison SCE&G Is a vertically mtegrated regulated utillty company cpera ing exclusively in South Carchna
SCE&G's credit profile is consirained by the heightened regulatory and legistative risk related to the
abandonment of its nuclear expansion projact SCE&G has a smaller scale and balance sheet than
Georgia Power Company (A/Negative), who ungertook simiiar new ruclear construction risk. SCE&G and
Dayton Power & Light Company (DP&L, BBB-/Pesitive} hoth operate regulated assets with evolving
regulatory constructs,

Parent!Subsrdlary Ltnkage Fltch focuses on operatronal tres betweeﬂ SCANA SCE&G and PSNC in assessmg the ratmg llnkage
between them, in accordance with its critera for subsidlaru_as with stranger credit profiles than thelr
perents. Flich assesses the operational ties as strong given the shared management and centralized
treasury operaticns. In addition, SCE&G generates the majorrty of SCANA's eamings, while PSNC relies
on equity infusions fram SCANA to implament its expansion program. As a result, Fitch currantly rates
SCE&G and PSMNC one notch above SCANA. The short-term IDR of South Carolina Eugt Company, Ing,
{Fuel Co, F3) Is equal to that of SCE&G, as SCEAG is a guarantor to the credit facility acting as a
backstop to Fuet Cc s CF’ program

PP PR - oy 5 - w — e b

1Country Celling No Country Celilng constralm was in effect for these ratings.
OperaﬂngFEm.:lronment No cperatrng environment Jnﬂuenoe was in eﬂ‘ect for ll";e;e ratings. 5. o T T
Olher Factcrs Not applrcab 3

Source’ Flich Solutions.
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Rating Sensitivities

Future Developments That May, Individually or Collectively, Lead to Positive Rating Action
« The ratings could he upgraded if the merger into DE! and resolution of new nuclear issues result in SCE&G's
adjusted debVEBITDAR stabillzing arcund 3.5x—4.0x

Future Developrents That May, Individually or Collectively, Lead to Negative Rating Action
» The merger with DEI fails {o close;

+  Availahility under committed liquidity facilites and anticipated internally generated cash flows falling short of expected
obligations due In the next 12 months—18 months;

* Unfavorable terms for the recovery of stranded costs. andfor matesial unrecoverable costs;
« Continued deterioration in the regulatory and legislative environment in South Carolina;
» Agdjusted debt/EBITDAR consistently and materially exceeding 5 Ox.

Liquidity and Debt Structure

Adequate Liquidity: SCE&G (inclusive of South Caroling Fuel Co's faclities) had $1 154 blllion available under
$1.4 billion of consolidated committed credit agreements as of March 31, 2018 ($1.2 billion maturing in December 2020
and $200 miflion matuiing in December 2018). Additionally, SCE&G held $190 million cash and cash equivalents as of
March 31, 2018, SCE&G has two first mortgage bond maturities in November 2018 totaling $550 million, Not giving effect
to potential refinancing or retirement of the November matusities. as of Dec. 31, 2017, the company has the abifity to
1ssue approximately $1 billion in additional mortgage debt. If SCE&G is not able tc refinance the bonds in the corporate
market, Fitch axpects the company to be able 0 access its credit lines.
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Debt Maturities and Liquidity at FYE17

Liquidity Summary Originat Original
o o ’ ' 1213112017 ' 3.'3;112018
(USDWJF v e s e e e N . - - . . - ok
Total Casruw &.6;5;1 EQL:'Ivatents } ‘ ) ’ _ 395 T - *96
Short-Ter Investments o T - T 0
Less. Not Readily Available Cash and Cash Equivalents ’ ) ' 0 ’ E)
Fitch-defined Readily Avaiiable Cash and Cash équivalénts ’ ’ ' 395 ' 190
Availability under Committed Lines of éredil 1,148 1.154
Total Liquidity o 1,543 1,344
LTM EBITDA 1.395 1,302
LTMFCE T e -381
Source’ Fltch Solutions company filings. ‘
Scheduled Debt Maturities® Original
(USD ML)
December 31, 2018 ' ) o 723
December 31, 2018 e T ) 12
December 31, 2020 ) ) 12
December 31, 2021 ' 40
Decembaer 31, 20’22 ’ 9
Thereafter R T T ) " 4,501
Total Eebt I;J'I'atu‘rlitie-sv o ) ) o o o . o ’ 5207 ¢
*Ag of March 31, 2015, - o T - o o
Sourcc;: Fjilch Solun;ns, compar:;r flll-ngs, S b T o - S )

South Carolina Electric & Gas Co
July 18, 2018 4
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Key Rating Issues

¥ C. Summer 2 and 3 Abandonment

The lasue

Ovur View

Timeline:

Abandonment decision

SCE&G announced on July 31, 2017 that it would cease construction of the two new nuclear units at Summer
The ability to complete the project was impented by the March 25, 2017 bankruptey filing of Westinghouse
Elecrric Co LLC (WEC) and that company's subsequent rejection of the fixed-price engineering, procurement
and construction (EPC) contract for Summer Units 2 and 3. Ultimately, SCE&G made the decision after 45%
project partner, South Caroling Pubtic Service Authonty {Santee Cooper), decided to halt its participation
SCE&G's abandonment decision has resulted in significant uncertainty regarding the recovery of $4 9 billicn of
expenditures. At the time construction ceased, SCE&G was collecting revised rates based upon $3.8 billion ¢f
expenditures under the Base Load Review Act (BLRA). The BLRA, which was passed in 2007, was expected to
allevigte financial risk resulfing from the targe construction project by providing for a mechanism for the timely
recovery of and on prudently deployed capital. While Fitch initially viewed the BLRA as supportive, it has noted
that in the case of abandonment, the BERLA does not specify the rate mechanism or the tme penod of such
recovery. An acdditional concern has anisen from the amblguity as to the definition of “prudence ™ Owing to the
uncertain recavery of part, or all, of the new nuclear expenditures. SCE&G has recognized an \/mpairment of
$1,118 bitlion ($690 million after tax) Fitch expects additional impalments are likety.

Near term Rating tmpact Negative

The Issue

Our View

ITimeline:

Toshiba settiemnent and monetization

SCE&G and Santee Cooper reached an agreement on July 27, 2017 with the Toshiba Cerporation, pre-
bankrugtey parent of WEC, to settle claims arlaing out of the EPC contract for the two abandoned urnits
SCE&G's 55% portion of settiement agreement was $1.192 billion, with the amount to be paid out over five
years. The settiement amount has been booked as a regutatory liability. and as such, is to be used ultmately to
beneflt SCEAG customers SCE&G menetized the Toshiba settlement on Sapt. 27, 2017 and received

31 016 billion for its portion. Fitch views the monetization as faverable given the mihgation of future credit nsk
and the boost to SCE&G's liqudity resulting from the use of proceeds to repay short-term debi, The ORS has
asked the PSC to review the most prudent way for SCE&G customers realize the value of the Toshiba
seltlement. The request is part of the multi-docketed proceading that Is to be decided ¢n Dec. 21, 2018.

Near term Rating Impact: Paositive

The lssue
Our View

Timeline:
L

Legisiative response

SCE&G's abandorment decision set the stage for a contentious legal and reguiatory battie over SCE&G's
recovery of $4.9 billion in stranded costs. Fitch views the uncertainty surrounding the reguiatory construct for the
recovery of stranded costs In the abandoned nuclear project as the primary concern for SCE&G's eradit profile,
Shortly after abandonment, challenges to the constitutionality of the BLRA and accompanying rate mechanisms
cast doubt on the recovery of the nuclear expansion expenditures, After numerous commitiee mesatings,
rroposed legisiation, and spirlted flcor debates, the Legislature passed HB 4375 and SB 954 on June 28, 2018,

HB 4375 mandated that the PSC institute a 14 8% rate cut Under the legislation, the rate cut 1s considered an
“experimental rate” untl the PSC 1ssues an order in a multi-docketed proceeding by Dec. 21, 2018, If allowed to
stand, Frich considers the magnitude of the cut to be detrimenta! to SCE&G's credit metrics. 1o additon to the
rate cut, HB 4375 made changes to definitions and statutory compenents of the state's utility regulation Amaong
such items are an expansive definition of prudence, removal of the mandate that the ORS must congider
preservation of a utility's financial integrity, and granting the ORS subpoena powers A second bill (SB 954)
passed by the Legislature orders the PSC to deviate from the statutory six-moenth limit on rate proceedings and
prehibits an order in the multi-docketed proceeding before Nov. 1. 2018, If aliowed to stand. the new legislation 1s
likely to result in diminished regulatory support, in Fitch's opinion SCE&G has fied a tawsult in federal court
alleging that HB 4375 and 5B 954 constitute an unlawful taking of private property and violate due process.
among other issues, The company has also requested an Injunction to stay the immediate implementation of the
two laws |t is not known how quickly the court will rule on the issue.

Near term Rating Impact. Negative
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[The Issue

Qur View

lTimeline.

Reguiatory proceedlngs

Twa environmental groups fi f led a compilaint with the PSC in June 2017 requesting a formal proceeding to
investigate the expenditures and rate recovery related to the new Summaer units. In response to SCE&G's July

31 2017 decision to abandon the new nuclear units, the ORS filed a petition with PSC on Sept. 26. 2017
requesting immediate suspension of all revenue collections linked {o the nuclear expansion program untl the
legality of the BLRA is adjudicated by the Scuth Carohna Supreme Court, and to refund all revenues collacted to
date if the law is ruled unconstitutional The ORS subsequently amended its petition to request a determination of
the most prudent aliocaton of the Toshiba guarantee proceeds. The envirormental groups' and the ORS
complaints are part of 2 mult-docketed proceeding that includes SCG's proposed combination with DEI Under
SB 954, the Legislature ordered the PSC to deviate from the statutory six-month limit on rate proceedings and
protituts the PSC to hold hearings on the merits i the multi-docketed proceeding before Nov 1, 2018 and
specifies that an order must be issued no later than Dec 21, 2018. Fitch is concernad that the expected
Decamber order could include a rata cut of the same magnitude as the ternporary rate specified in HB 4375,
Additionaily Fitch is concerned that the deviation from the six-month statutory timeframe establishes a precedent
that could expose the state's utilities to regulatory fag in the future

Consistent with HB 4375, the PSC issued orders on July 2 and July 3, 2018 Impiementing the 14 8% rate cut
effective April 1. 2018. The rate reduction will be impiemented beginning with the first bifing cycie in August 2018
and will conslst of a decrament rider for the 14 8% rate reduction en a forward basis and a one-tme rate credit for
the manths of Apeil, May, June and July The PSC published its procedural schedule in the muiti-docketed
proceeding on July 5, 2018 The ORS and envircnmental groups are directad to file testimony in the rate relaf
docket by August 14 and SCE&G's testimony is due Sept 18, 2018.

Near term Rating Impact Negative

|

j

Merger with DE|

The Issue

Our View

l
|
|
{

Tirneline:

Propased rmerger with better capitalized company

The merger between DE| and SCE&G's parent, SCG, as currently proposed would enhance SCG's credit
quality, as it weuld bring SCG and its two utility subsidiarles into the fold of a larger and better capitalized entity !f
the merger were to be consummatad as originally envisioned. Fitch expects a stabilization of SCE&G's credit
metrics and would consider an upgrade An order is expected in DEI's proposal by Dec, 21, 2018 as par of the
aforementioned multl-docketed proceeding SCE&G and DEI are directed to file testimeny in the merger docket
by Aug. 2. 2018 and the ORS hy Sept. 18, 2018. Absent any new developments, SCG shareholders are
scheduled to vote on the DEI merger on July 31, 2018

Near term Rating Impact: Positive

South Carolina Electric & Gas Co
July 186, 2018
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Fitch’s key assumptions within our rating case for the issuer include:
s 14.8% rate reduction through the forecast period attributable to costs currently being collected for Summer Units 2

and 3:

« Additional new nuclear development impairment of $1.67 billion;

+ Columbia Energy Center recovered through rates in 2021,

+ Reduction of SCG $2 45 annual dividend hy 83% (to $70 miltion from $344 million).

Financial Data
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(USDm) Historical

Dec 2014 Dec 2015 Dec 2016 Dec 2017
SUMMARY INCOME ’ ) '
STATEMENT
Gross Revenue 3.091 2,930 2.986 3.070
Revenue Growth (%) 86 52 19 28
Cperating EBITDA (Before 1,193 1,274 1,380 £.395
Income From Associates)
i . .
Operating EBITDA Margin 386 435 46.2 45.4
(%}
Operating EBITDAR 1,205 1286 1,392 1 40'6
Operating EBITDAR “390 439 w6 a8
Margin (%)
Operating EBIT 830 934 1013 1.028
Operating EBIT Margin (%) 269 e 39 "7 335
Gross Interest Expense -242 248 =270 -303
P‘f‘etax'!nccme {Including ’ 676 711¥ i }74 o 343
Associate income/lLoss)
SUMMARY BALANCE T T ) T T ’ ’
SHEET
Readily Available Cash 100 130 164 395
and Equivalents
Total DebtWith Equity 5018 5189 ToTeoos T 7T sa49
Credit
Total Adiusted Debt with 5,038 9.285 6,101 “5.5d0
Equity Credit
NetDebt 4918 Tsose seal " 5084
SUMMARY CASH FLOW o mme e e e o Lo o
STATEMENT
Operating EBITDA 1,183 1,274 1,380 . 1 395
Cash Interest Paid ’ R T T T T T Z: T T (o

South Carclina Electric & Gas Co
July 16, 2018 7
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[cash Tax 477 5 400 g8
ﬁi‘)ividendsuReE:eived Less b 0 ‘o o e ’ 0
Dividends Paid to
Minorities (Inflow/(Outiflaw)
Other ltems Before FFO 84 -208 25 148
Funds Flow From 860 833 1,054 1,075
Qperations
Change In Working Capital -219 245 -132 -69
Cash Flow From 641 1,078 922" 1.006,
Operaticns (Fitch Defined)
Tota!l Non- 0 0 0 0
Operating/Nonrecurring
ICash Flow
Capex 934 71,008 1,399 928
Capital Intensity 30.2 34.4 469 30.2
(Capew/Revenue)
Commen Dividends 260 -289 2301 T a1e
FCF -553 218 778 .241
[Net Acquisitions and 275 975 ) 1,088
Divestitures
Other Investing and -556 -1,.07M1 -50 -71
|Financing Cash Fiow ltems
Net Debt Proceeds 760 141 762 556
Net Equity Proceeds 82 204 100 3
Total Change in Cash 8 30 34 23
ADDITIONAL CASH ’ ’ ’ !
FLOW MEASURES 1
FFO Margin (%) 278 284 353 35.0
Calculations for Forecast
Publication
Capex, Dividends, 915 B A A.700 T T s
Acquisitions and Other
ltems Before FCF
FCF After Acquisitions and -278 - 756 S '-778 ’ 855
Divestitures
FCF Margin (ARer Nat "8,0 ’ 25.8 T 284 - 27.9
Acquisitions) (%)
COVERAGE RATIOS ' T e m e e B
FFO Interest Coverage {X) 51 47 62 4.5
FFO Fixed-Charge Y a5 T T T g T T T T ]
-Coverage (X}

South Carelina Electric & Gas Co.

July 16, 2018 8
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Cperating 5.4 5.4 5.3 445T
EB!ITDAR/Interest Paid + l
Rents (x)
40pe'r':aii-ng EBIfDMnterést o 57 5.6 - o 56 i T :: 6
Paid (x)
LEVERAGE RATIOS N Tt rT T oo
Total Adjusted 42 4.1 4.4 3.'9
Dett/Operating EBITDAR
(x)
Total-Adjusted Net ) 41 h 4.0 4.3 ’ i 3.7
Debt/Operating EBITDAR
{x)
Total Debt with Equity 42 4.1 4.4 39
Credit/Operating EBITDA
(x)
FFO-Adjusted Leverage (x) 4.7 49 46 40
FFQ-Adjusted Net 46 4.8 45 37
Leverage (x)
South Carolina Electric & (Gas Co.
July 16, 2018 g
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Simplified Group Structure Diagram

Organizational and Debt Structure — South Carolina Electric & Gas Company
(% Mil.. As of Dec. 31, 2017)

~Totai bebl

outh Carolina Electric’ & N B Public Service Company ot
- Gas Company: - North-Caroling, tnc,
. R~ BBB-Evalving . . AR — BBB-/Evolvin
TotaDebt R

Source Company Mlings, Fitch,

South Carolina Electric & Gas Co
July 16, 2018 12
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[Company Date  Rating Gross  FFOFixed FFO Adjusted  Funds Flow Total Adjusted,
Revenue Charge Leverage (x) From Debt/Qperating
Coverage {x) Operations EBITDAR (x)
fgr;uth‘Ca?oIln; Electric & Gas 2017  8B8B- Taor0 0 Tas 0 40 T aoms 0 Tse
o
T ‘2016 BBE 2,985 " 59 46 " 1,054 T 44
B 2015 588 2830 45 T oas sm a4
Dayton Power & Light 2017 88B— 720 7 75 200 7 Taes T 7727
Company
2016 BB+ 1366 101 20 a3 " 25
2015 BB+ 1,552 8.3 3.1 233 26
indanapols Power & Light 2017 BBB- i3m0 44 " as 299 a2
2016  BBB- 1,347 5.1 42 344 3.7
2015  BBB- 1.250 8.5 43 307 3.9
Appalachian Power Co, 2017 BBB 2,902 ’ 50 3.8 848 37
) ‘ 2016 BBB 2970 5.3 3.7 853 35
2015  BBB- 2,930 48 3.9 799 35
Source Fitch Solutions. i
South Carofina Electric & Gas Co
Juty 16. 2018 13
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Reconciliation of Key Financial Metrics

(USD Millions, As reportad) . e . N . . . ADec20W
Income Statement Summary
"Gperating EBITDA T R T L ... 1.395]
+ Recurrlng Dividends Paid to Non-controlllng Interest 0
" + Récurring Dividends Recelved from Assocfatés T T [ -
+ Addltlonal Anatyst Adjustment for Recurrlng IIS Mlnontles and Assoctates 0
= Operating EBITDA After Assoclates and Minorities {k)_ _ T T 71,385
+ Operating Lease Expense Treated as Capitallsed (h) 1"
= Operating EBITDAR after Associates and Minorlities (j) i T ’ o 1,408
Debt & Cash Summary . i T X T i ,
Total Debt with Equlty Credit {n 5,449
* LeaseEquivalent Debt . . . . . 1"91
+ Other Oﬁ-Balanoe-Sheer Debt 0
= Total Adjusted Debt witty Equity Gredit (a) ’ T ’ 5,540
Readily Avallable Cash [Fitch-Def‘ ined] 395
+ Readily Available Marketable Securitles {Fitch-Defined] 0
= Readlly Avaitable Cash & Equivaten&s {0) 395
Total AdjustedNet Debt (b) ) " ) ) 5445
Cash-Flow Summary . L
Preferred Dividends (Pald) {f} 0
Interest Received i L. 0
+ Interest (Pald) (d) (303)
= Net Finance Charge (¢) ) . {303)
Funds Frorn Operations [FFO] { c) . . . 1,075
+ Ghange in Working Capital [Fitch-Defined] ’ i - ’ 69
= Cash Flow from Opera’tions [CF-O] (n) 1,006
‘Capital Expenditures {m) o T . T 7 (e28)
Mult;ple appl!ed to Capltallsed l_eases . i ) 8.0
Gross Leverage
_ Total Adjusted Debt / Op. EBITDAR" [x] (af)) T T . 39
FFO Adjusted Gross Leverage [x] (a![c-e+h-f)) 4.0
' Tataj Adjuisted DebU(FFO - Nef Finance Charge + Capitalised Loases - Prel,Div. Paid) | o o n
Total Bebt With Equity Credit/ Op, EBITOA L 0 T o3
Net Leverage
“Tota) Adjusted Net Debt/ Op. EBITDAR" [x] (bfi) _ __ . R "M T ¥ |
FFO Adjusted Net Leverage [x] (bf(c-e-t-h-fn 3.7
Total Adjusted Net DebtiFFO - Nef Fingnce Chargs + Capitalised Leases - Prel. DIv. Pald) | LT e s
Total Net Debt/ (CFO - Capex) W (ollwm) e e e . 848
Coverage I
G, EBITDAR j iitorés Paii + Loase Expense) BFOMMY. 717 I UL T I T UL T 4%
Op EBITDAI Int;erest Paid" [x] (k!(-d)) 4.8
"FFO Fixed Charge Cover bd (e bl D). .~ T LITT. [T LTI T T TTaaA
(FFO Net Flnance Cnange + Caprt Leases Pref DIV Pard) / {Gross Int Pa.rd + Cap.'t Leases F'ref D.'v Pa.'d)
FFO Gross tnterest CO\rerage I (ic-e _ﬂl(—d L R s - T "_"f.?
{FFO Net Flnance Charge - Pref. Div Paid) / (Gross int. Paid - Pref. Div. Paid)
* EBITDA/R after Dividends to Associates and Minorltles
Source: Fitch, based on Informatlon from company reparts,
South Carolina Electric & Gas Co
July 16, 2018 14
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Income Smament 5ummary
Ravenue i -
Operating EBITDAR
Operahng EBITDAR after Associates and Minoritles
Operalm| Leasa Expense

" Operaling EBITDA
Operalln’ EBITDA after Assoclates and Mlnomies
Operallng EBIT -

Dabt & Cash Summary
Tolal Debt Wth Equlty Credit
Total Adjusied Debt With Equity Credll
Lease—Equlvalant Deb!

Other Off-Batance Sheet Debt
Readlly Avaltahie Cash & Equivalents
Not Readi!y Avallable Cash & Equjvalents

Cash-Flow Summary

Preferred Dividends (Pald)

Iterest Recelved

Interest (Pald)

Funds From Operations [FFQ]

Changa in Working Capltal [Fltch Deﬂned]

" Cash Fibw from Operstions IGFO]
Non—Operallng.'Nun Recurring Cash Flow

’ Capl:al (Expendltures)

Common Dlvldends {Pald)
Free Cash Flow [FCF]

Gross Loverage
Total Adusted Debt / Op, EBITDAR' 3 .
FFO Adjusted Leverage [x] .

Total Debt Wil Equity Credit / Op. EBITDA* [} .

Nat Leverage
Toial Adjusted Net Debt 70 Op EBIT%R‘ [x}

FFQ Adjusted Not Leverage [x]
Fotal Nef Dent / (CFD - Capex} ix] o

Covarage

Op, EBITDAR /( I{(Intlrest Pald + Lease Expense)'jx] "
Op. EB EBIT'DA { Interest Pald' [x}

| FFO Fixgd Charge Goverage [¥)
FFO Interest Coveraga [x]

"EBITDA/R anar Dividends to Associatas and Minorities

Hrum 2w

4+ as +

a —_

Scurce: Flich

Reported

Values

3 Dec 17

a*

3,070
1,362

1,362

11
1,351
1,351
1,028

5416
5,507
91

o
395

Sum of Fitch
Adjustments

cefRob o

Fair Velue and
Other Dabt

Adjusted
Values

Adjustments Othet Adjustmont

-

33
33

PURNE

BE

44

(18)

4 i

3,070
1.408
1,406

11
1,395
1,395
1.028

5,449
5540

South Carolina Electric & Gas Co.
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I.-ong‘-Terrn IDR
Short-Term IDR

Senior Secured

Senior Unsecured

cP

éot;t}\ C’Zéro'!i-na'éleé-t'rié & Gas Co.

e o e ma e wh

Rating Outlo;k
BBB- Ratlng Watch Evolving

F3
BBB+

BBB

F3

L%st R"atiﬂg .&ctionT
Rating Watch Maintained 03 July 2018

’ Ratiné'Wa'Ecr; 1Ma;ntaingdfc')'§\lul’y 26‘?5

Rating Wateh Maintained 03 July 2018
Rating Watch Maintained 03 July 2018

Rating Watch Maintained 03 July 2018

N

Related Research & Criteria

Corporate Rating Criteria {March 2018)

Fitch Maintains Rating Watch Evolving on SCANA and Subsidiaries (July 2018)

Parent and Subsidiary Rating Linkage (February 2018}

Fitch Revises Rating Watch on SCANA and Subsidiaries to Evolving {January 2018)

Fitch Downgrades SCANA to 'BB+ 7 SCEAG o ‘BBB-', Negalive Watch Malntained (September 2017)

Analysts .

+1 646 582-4886

+1 212 $08-0351

Barbara Chapman, CFA

barbara.chapmran@fitchratings.com

Shalini Mahaian, GFA

shalin.mahajan@fitchratings.com

South Carolina Electric & Gas Co
July 16, 2018
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The ratings above were solicited and assigned or maintained at the request of the rated entityfissuer or a related third
party Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS, FLEASE READ THESE LIMITATIONS AND
DISCLAMERS BY FOLLOWING THIS LINK. HTTPSUFITCHRATINGS COM/UNDERSTANDINGCREDITRATINGS IN ADOITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUSLIC WEB SITE AT
WWW FITCHRATINGS.COM PUBLISHED RATINGS, CRITERIA, AND METHODQLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES
FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY
HAVE PROVIDED ANQTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST 1S BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE

Copynght @ 2018 by Fiich Ing.. Fitch Ratings L, and ds subsdlangs 33 Whtehall Street, Mew York, NY 10004 Telephone 1-800-753-4824 (212) 008-0500. Fax' (212} 480-4435.
Repreducton or refransmission in whole or in part (s prohiblted excap! by permizsion Al nghts reservad, Ir vasuing and mafntaiming its rahings and in making other raporig (ncluging
forecast information} Fitch reles on factual infermation it receives from Issuars and underwriters and from other sources Fitch bellaves 1o ba cradibte, Fitch conducts & reasonabla
Invesiigation of the faciual infarmation relled upon by 10 accordance with its ratings melhodology. and obtains reasanable venfication of thet informahon fram independant sources
lo ihe extent such sources are avaitable for a given secunity or i @ given unisdiction. The manner of Filch’s factual investigation and the scope of the third-party veqfication it cblaine
will vary deparnding or the nature of lhe rated socunty and (19 1ssuer, the requiraments and pracuces In the jursdicion in which the rated secunty 1s offered ard sold and/or the issver
is tocated ihe avaitabillly and nature of mlevant public information, secess lo the manageinen| of the issuer and s adviaars, the avallabliity of gre-exisung turd-pary verlfications
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incepandeni and competent {hird-party verification sources with respact lo the parilicular securty or In the particular junsdiclion of the issuer, and a vorlety of other faciors Users of
Fich s ratings and reports shoutd undersiand thal nelther an echanced factunl investigabon nor any thud-party venfication can ensure that ail of tha information Fitch reliea en In
cannection wilh a raing of & repor will ba accurals and complete, Ulumulsw the issuer and 18 advisars are responsible for the accuracy of the information they provide la Fitch and
to the markst in cffanng documents and othar reporis In saswing 18 tatings and us reports Fuch muss raly on tha work of expents including independent dudltors with respect 1o
Mnancial staemenls and anorneys wiih raspecl (o lagat and taz matters, Further, ratings end forecasts of firanwial and ether information are mherently forward-looking and embody
Bssumptions and predictions aboul tuture evants thai by Lheir nalure cannol be verfizd as facis As a rasult, despile any varfication of gurrant facta, rallngs and foracasia can be
affected by futyre events or conditions that were not anhirpated at the me a rating or forecast was issued or affirmad

The infommation in this report 18 prowided “as 1s* without any represeniation or wamranty of any kind A Fitch rating *s an opimon aa 10 the creditwerthineas of a security This opinion Is
paszad on sstablished cnteria and mathodeloglas that Fiteh s caprlinucusly evatuating and updeting Therefere, ratings are the collachve work praduct of Fiich and no indiwidual, or
group of individuals, 13 soely responsibla for a raiing. Tha rating does not addrass the nsk of 1533 dua 10 riska other than credit nsk, unless such ask is specifically mentioned Fitch s
not engaged In the affer or sale of sy agcurity, Al Fiich renorts have shared authorship Individuals idontfied in a Filch reper ware mvolvad In, Hut are not 30lely responsibla for the
cpimiens siated theresin The Individuals are named for contact purposas only A report providing a Fiteh rating s neither a progpecius ner B substitute for the Informatlon assambled
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sole discrelan of Fitch Fitch does not previde invesiment advics of any sorl. Ratings are nol a rscommendation to buy. sell, or hold any secunty. Ratngs do no! comment an the
adequacy of markel price, the sunatllity of any secunty for a particular invesicr, or the ax-axempt nalure or taxability of payments made n respect lo any security Fitch recsives fees
from issuers, inaurers, guargniors, oiher obhgors, anrd underwriters for rating secunlies. Such fees generally vary from US$1.000 to USS750.000 {or the applicabie cufrency
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anihwal fea, Such f2as are sxpectad to vary from US$10,000 to USS1,500.000 {or the apphcable curency equvalent) The assignment, publicetion, or dissemination of a rating by
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Exhibit No. ___(EL-6)

Page 1 of 1
REVISING O'DONNELL TABLE 1 AND EXHIBIT KWO-1}
Incremental Interest cost
0'Donnell Bond  O'Donnell 0'Donnell Corrected O'Donnell Corrected Int.  SCERG Debt Cumulative Total™  Baad/B6B-
issues Cumulative Issues Error  Cumulative kssues Interest Costs Cost Maturitles  1ssues with Refl feB+ (1) Range, Ba / BB/BS Category (1)
KwWO-1, Col. 4 KWO-1, Cal.5 Recalculate KW0G-1, Cale Recalculate
0.1667% 0.1667% 0.55% 0.75% 0.95%
198,675,782 198,675,782 198,675,732 331,126 331,193 7G0,005,000 898,675,782 4,942,717 4,942,717 4,942,717 [2)
111,120,987 111,120.987 309.795.,769 516,328 516,431 1,009,796,769 5,553,882 7,673,476 9,593,069
113,621,209 113,621,208 423,41:4',978 705,697 705,838 1,123,417,978 6,178,799 8,425,635 10,672,471
116,177,686 116,177,686 539,595,664 899,326 899,506 331,000,000 1,570,595.664 8,638,276 11,779,467 14,920,65%
261,193,114 658,387,345  [142,401,429) 800,788,778 1,097,312 1,334,915 1,831,788.778 10,074,838 13,738,415 17,401,993
263,865,927 779,851,847 {142,401,429) 1,064,654,705 1,299,753 1,774,779 2,095,654,705 11,526,101 15,717,410 19,908,720
124,197,449 904,049,296 1,188,852,154 1,506,749 1,981,817 2,219,852,154 12,208,187 16,648,891 21,088,595
126,991,891 1,031,041,187 1,315,844,045 1,718,402 2,193,512 2,346,844,045 12,507,642 17,601,330 22,295,018
129,842,209 1,160,850,396 1,445,693,254 1,934,217 2,409,971 2,476,693,254 13,621,813 18,575,199 23,528,586
132,770,816 1,293,661,212 1,578,464,070 2,158,102 2,631,300 2,609,464,070 14,352,052 19,570,981 24,789,909
135,758,159 1,4729,419,371 1,714,2;2.225 2,382,366 2,857,608 400,000,000 3,145,222,229 17,298,722 23,589,167 29,879,611
138,812,718 3,568,232,089 1,853,034,947 2,613,720 3,089,009 3,284,034,947 18,062,192 24,630,262 31,198,332
141,936,004 1,710,168,093 1,994,970,951 2,850,280 3,325,617 3,425,970,552 18,842,840 25,684,782 32,546,724
205,053,921 1,855,297,657 159,924,357) 2,200,024,872 3,092,163 3,667,441 3,631,024,872 19,970,637 27,232,687 34,494,736
148,354,979 2,003,692,636 2,348,419,851 3,339,488 3,914,816 300,000,000 4,079,419,851 22,436,809 30,595,649 38,754,489
151,733,866 2,155,426,502 2,500,153,717 3,592,378 4,167,756 500,000,000 4,731.153,717 26,021,345 35,483,653 44,945,960
155,147,878 2,310,574,380 2,655,301,595 3,850,957 4,426,388 ' 4,886,301,595 26,874,659 ‘36,647,252 45,419,865
158,638,705 2,469.213,085 2,813,540,300 4,115,355 4,650,838 100,006,000 5,144,940,300 28,297,172 38,587,052 48,876,933
162,208,076 2,631,421,161 2,976,148,376 4,335,702 4,961,239 125.000,000 5.,432,148,376 29,876,816 40,741,113 51,505,410
165,857,758 2,797,278,919 3,142,006,434 4,662,132 5,232,724 5,598,006,134 30,789,034 41,985,646 53,181,058
169,589,558 2,96B,B58,477 3,311,595,692 4,544,731 5,520,430 535,000,000 6,302,595,692 34,684,276 47,269,468 59,874,659
173,405,323 2,140.273,800 3,485,001,015 5.233,790 5,809,497 150,000,000 6,626.001,015 36,443,006 49,895,008 62,947,010
177,306,942 3,317,580,742 3,662,307,957 5,529,301 6,105,067 6,803,307,857 37,418,194 51,024,810 64,631,426
181,256,349 3,498,877,091 3,843,604,306 5,831,462 6,407,288 350,000,000 7.334,604,306 40,340,324 55,009,532 69,678,741
18_5,!75.516 3,684,252,607 4,028,579,822 6,140,421 6,716,309 500,000,000 8,039,579,822 44,105,889 650,149,849 76,189,808
189,546,466 3,873,799,073 4,218,526,288 6,456,332 7,032,283 400,000,000 8,609,526,288 47,352,395 64,571,447 81,790,500
193,811,261 4,067,610.334 4,412,337,549 6,779,351 7.355.367 9,228,337,549 50,755,857 69,212,532 87,669,207
198,172,014 4,265,782,348 4,610,509,563 2,109,637 7.685,71% 9,426,505,563 51,845,803 70,698,822 89,551,841
202,630,885 4,468,413,232 4,813,240,448 7,447,355 8,023,505 425,000,800 10,054,140,443 55,297,772 75,406,053 95,514,334
207,190,080 4,675,603,312 5,020,330,528 7,792,672 8,268,891 10,261,330,528 56,437,318 76,959,979 97,482,640
5,020,330,528 4,675,603,313 (344,727,215} 5,020,330,528 110,315,255 124,142,056  4,816,000,000 10,261,330,528 793,140,366 1,079,757,693  1,356,375,021

Total
Notes

{1) Ratings by Moody's/S&P/ Fitch
{2) Refunding carried out in August 2018 at Incremental credit spread of ovar 50 basis points
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